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April 30, 2002

Dear Conseco Shareholders:

As we did last year, we are taking a simple and inexpensive approach to
the normally glossy, full-color annual report. In addition to my letter, you will
also find here our Form 10-K, the complete report on the company required

by the Securities and Exchange Commission, including the unqualified opinion

of our auditors, PricewaterhouseCoopers.

I will not recap the year in much detail here. In preparing this letter, I have
reviewed the 18 Memos I have sent to you since January 2001. They are a
comprehensive presentation of the past year—successes as well as setbacks. If
you haven’t read them and would like that level of detail, you may find all of
them in the “About Conseco” section of the conseco.com Web site. In reading
back through these Memos, I believe this has been an effective way to com-
municate. [ hope you agree. I plan on continuing the Memos throughout 2002
and until we can declare the turnaround phase complete.

In this space, let me give you my thumbnail summary of the year, and
re-articulate our strategic direction.

At the outset of the Conseco turnaround, in mid-2000, we faced a collection
of serious but known problems. Some of these problems were deeply imbedded
in the business model of the old Conseco and would take time to resolve,
Other problems were urgent and required immediate action.

We dealt with the largest of the urgent problems in the first six months, setting
the company on a path toward renewed financial health. We were happy to see
2000 go, and eager for the progress we could make as we headed into 2001.
Little did we know that new surprises awaited.

Our expectations for 2001 were substantial—a goal of $0.90 to $1.10 per
share in operating income. The year got off to an excellent start. In fact, after
our regular quarterly business reviews in early March 2001, I sent you NEW
Conseco Memo #10, confidently telling you that we now expected operating
earnings from the Finance company to be in the upper end of our guidance
range and increasing by $50 million—nearly 20% —our projected cash flow
from Conseco Finance. We closed the first quarter at the end of March with
earnings in line with our expectations for the year and a stock price reflecting
growing optimism about Conseco.

What we now know, with the benefit of 20/20 hindsight, is that the first
quarter of 2001 was the only quarter unaffected by the downturn in the econ-
omy. Speaking at a financial services industry conference in May, I noted that
bankruptcies in our manufactured housing loan business had spiked sharply
upward in April. Little did we know then that we were seeing the leading edge
of a recession. Near the end of last year, the National Bureau of Economic
Research announced that March 2001 marked the beginning of a recession
and the end of ten consecutive years of economic growth.
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Needless to say, we missed our earnings goal for 2001. But, it is important
to remember that even though we missed the goal, operating earnings in 2001
were up 44% over the prior year, $0.64 per share in 2001 vs. $0.47 in 2000.

The earnings in our Insurance segment were little affected by the economy
(although our variable annuity business was affected by the separate but
related drop in the stock market). The Finance business, however, was another
story. Given our market position serving middle-income Americans, the recession
created significant collections problems and slowed the growth in receivables.

In any event, the last three quarters of 2001 were difficult. The recession
hit at a very inopportune moment. Instead of building on the positive momen-
tum of the first quarter, we were forced to return to the more urgent operating
mode that had characrerized the first six months of the turnaround.
Specifically, the downturn in the economy—exacerbated by the terrorist
attacks on September 11—made it necessary for us to plan on retiring
approximately $400 million of public debt at Conseco Finance that we had
planned to refinance. This extra cash burden resulted in a projected shortfall
in meeting debt service commitments for 2002.

That cash gap has now been closed through a combination of asset sales
and reinsurance deals. Unfortunately, some of these transactions will reduce
earnings in the short term. However, the Conseco “franchise” remains intact,
and our strategic capacity remains unaffected.

I think it appropriate and useful here to re-state the focused strategy of this
turnaround. The plan we are implementing has been, and is, as follows:

1. Change the Conseco Finance business model from one that consumes cash
to one that produces cash. This is done. From the acquisition of GreenTree
in June 1998 through the spring of 2000, Conseco incurred $3.6 billion
in new debt and trust preferreds to fund Conseco Finance’s business. Since
July 2000, Conseco Finance operations, refinancings, and asset sales have
funded $2.1 billion of debt retirement. The business is now structured to
be self-funding. Other changes to the Conseco Finance business model are
also on track. Most importantly, we continue to work toward an origi-
nation mix that has fewer manufactured housing (MH) loans. Last year,
the MH share of Conseco Finance originations was 22%. Our goal in
2002 is to reduce MH loan originations to 15%, with corresponding
increases in home equity and retail credit lending.

2. Remove the “boulders.” When we began the turnaround, there were a
few large impediments to our success: satisfying the $2 billion bank debt
maturity, recovering the A.M. Best A- rating, addressing conflict issues
with the Conseco Board of Directors, etc. Most of these were done in
the first six months of the turnaround. But we continue to resolve some
of these large issues. For example, we recently settled the class action
securities litigation (subject to court approval), and we continue to struggle
with the negative effects on key employees of the Director and Officer
loan program of the late ’90s.




3. Deal with the “unchangeable” the best we can. The problems that made
Conseco a turnaround company did not disappear just because we com-
menced a turnaround. The problems we are addressing at Conseco were
years in the making. And they will be years in the fixing. We are
installing new systems, even whole new business models, which in the
long term will make all the difference to shareholder value. But it is not
the installation of new business practices that causes the turnaround;
rather, it is the application of these practices. On several fronts, we are
dealing with unchangeable realities that must be worked each day. For
example, it is a fact of life that we hold in inventory more than 16,000
repossessed manufactured homes (“repos”). We cannot change that fact.
All we can do is manage it, the very best we can. In this case, that is why
we have become a retail distributor of manufactured homes—because
it is the best way to maximize our recovery value. And, that is why we
are doing five times the normal rate of financings for the sale of repossessed
MH units (“repo-refis”)—because it is the most financially beneficial
way to deal with the repo inventory. Although some analysts and com-
mentators are critical of Conseco, if you examine their arguments, I
believe you will see that the negative comments relate to situations we
have inherited. Make no mistake, these are now our problems, and we are
dedicated to their resolution. But, the relevant question for investors and
potential investors is not “How bad is it?” We all know the problems.
The relevant questions are: “How’s it going? Are you making progress?
What will it look like when you are finished?” Our President and Chief
Operating Officer, Bill Shea, is encouraging our business leaders to measure
performance based on the possible—doing what is in our power to do.
I am encouraging you, our owners, to do the same. It will take time. But
we are optimistic about getting the job done. And when we are done, we
believe we will have quite a fine company.

4, Position the company for the future.

— Reduce debt! Our original goal was to eliminate $3.5 billion in debt and
preferred securities over 3% years. We now are scheduled to eliminate
over $3.8 billion in that same period. This is crucial, not only to improved
earnings, but also to creating a capital structure that permits Conseco
to emerge from the turnaround as an investment grade credit.

- Improve insurance operations. The old Conseco business model was
to create shareholder value through acquisitions. The focus was on the
deal, not the operations. We are implementing a culture, management
system and mindset that call for creating shareholder value through
running the business. This requires quantum leaps in customer service,
distribution relationships, processing systems, and information systems.
This is why we have carefully implemented the Six Sigma methodol-
ogy with our own Process Excellence initiative. This is why we have
aggressively pursued moving back office and phone interface positions




to India. This is the real work of a successful turnaround. It is not
flashy. It is not a single event. Rather it is dedicated, continuous
process improvement.

Secondly, we have reorganized our insurance operations—consoli-
dating what were five operating business units into two. One unit
includes our Bankers Life and Colonial Penn subsidiaries—businesses
that approach customers either directly or through a career sales force.
Our other insurance business unit is now called Conseco Insurance
Group. This combines what had been our supplemental health insurance,
life insurance, and annuities businesses—all businesses that distribute
product through independent agents and brokers. It contains the bulk
of Conseco’s 43 insurance company acquisitions. By grouping these
operations into a single strategic unit, we will be able to move to
much improved customer service systems and have a single face to our
independent distribution channel.

— Enable leadership. In our first investor briefing in December 2000, I
said that some of the top officers we had would not be with us in a
year. And that turned out to be true. A turnaround is not the perfect
environment for recruiting, testing and grooming key executives. You
make some changes because people can’t perform. You make some
changes because situations change, requiring different skills. Some
changes are made for you because the work is intense and people opt for
a different way to make a living. After almost 18 months of turnaround
battle, I believe we have in place a good team of people, both at the
business level and at the corporate level. Among the more recent addi-
tions and changes, Bill Shea is doing a terrific job as our President,
Chief Operating and Chief Financial Officer; our new President of
Conseco Finance, Chuck Cremens, has brought new ideas and an invig-
orating leadership style to an excellent senior management team; Ed
Berube is leveraging his insurance industry experience in the leader-
ship of Bankers Life; and Liz Georgakopoulos is putting her consid-
erable “business-building™ talent to good use at the helm of Conseco
Insurance Group.

Even though more than half of the Conseco Turnaround has been conducted
while the economy was in recession, we have continued to make substantial
progress. I believe firmly that Conseco is in much better shape today than it
was 22 months ago. We must now continue to achieve success in positioning
it for your benefit.

Sincerely,

Gary C. Wendt
Chairman and CEO
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PARTT -
ITEM 1. BUSINESS OF CONSECO.

Conseco, Inc. (“we”, “Conseco”, or the “Company”) is a financial services holding company with
subsidiaries operating throughout the United States. Our- insurance subsidiaries develop, market and
" administer supplemental health insurance, annuity, individual life insurance and other insurance products. We
are one of the largest life and health insurance companies in America, with over $5.5 billion of “annual
premium and asset accumulation .product collections during 2001 (excluding discontinued lines of business)
and more than $24 billion of insurance related investments at December 31, 2001. Our finance subsidiaries
originate, securitize”and- service: mantfactured housing, home equity and retail ‘credit extension. Conseco
* Finance Corp. (“Conseco Finance”), our subsidiary, is orie of America’s largest consumer finance companies,
with leading market positions in manufactured housing lending, retail home equity mortgages, home
improvement loans and private label credit cards. At December 31, 2001; we had managed finance receivables
of $43.0 billion. We are currently in the process of exiting the major medical insurance business as well as
reducing the size of our floorplan lending business. Conseco’s operating strategy is to grow its business by
focusing its resources on the development and expansion of profitable products and strong distribution
channels, to seek to achieve superior investment returns through active asset management and to control
expenses.

During the last two years Conseco has taken a number of actions desrgned to reduce parent company
debt and increase the efficiency of ‘our business operations. The actions with respect to Conseco Finance
include: (i) the sale, closing or runoff of several business units (including asset-based lending, vendor leasing,
bankcards, transportation and park construction and floorplan lending); (ii) monetization of certain on-
balance sheet financial assets through sales or as collateral for additional borrowings; and (iii) cost savings and
restructuring of ongoing businesses such as streamlining of credit origination operations in the manufactured
housing and home equity divisions. In early 2002, Conseco Finance announced its decision to reduce the size
of its floorplan lending business. The actions with respect to our life insurance segment include: (i) the
planned sale, reinsurance or othet transactions with respect to our variable insurance business; (ii) planned
reinsurance transactions of various insurance blocks; and (iii) the division of our insurance segment into two
operating groups: the first, based in Carmel, Indiana, includes our ‘professional independent producer
distribution channel.and the other, based in Chicago, lilinois, includes our career agents and direct marketing
distribution channels. With respect to all of our business segments, we have-initiated actions to improve
productivity and quality through our “Process Excellence” program. Through a combination of reduced
expenses, revenue enhancement projects and better deployment of capital, the Process Excellence improve-
ments are intended to help us achieve our financial goals. Other planned changes include moving a significant
number of jobs to India, where a highly-educated, low-cost, English-speaking labor force is available. We have
also completed the sale of certain non-strategic:assets, such ‘as our interest in the riverboat casino in
Lawrenceburg, Indiana and our subprime auto loan portfolio. ‘

Our recent efforts have been primarily focused on generating cash to, meet our 2002 debt service
commitments. We believe that our existing available cash and the cash flow to be generated from operations
and other transactions will be sufficient to allow us to meet our debt obligations. through 2002. We have taken
a number of actions over the last two years to reduce parent company debt and increase the efficiency of our
business operations. However, our results for future periods are subject to numerous uncertainties. Our current
debt service obligations (including scheduled principal payments) may exceed the cash flows available to the
parent. We may not be able to improve of sustain positive cash flows from operatlons or to contmue to
generate cash from other transactions such as asset sales, reinsurance transactions or financing transactions,
which could significantly affect our liquidity. Failure to generate sufficient cash flows from operations, asset
sales or financing' transactions could have a material adverse-effect on our liquidity. -

Conseco was organized in 1979 as an Indiana corporation and commenced operations in 1982. Our
executive offices are located at 11825 N. Pennsylvanla Street Carmel, Indlana 46032, and our telephone
number is (317) 817-6100.



Datain Item 1 are provided as of December 31, 2001 or for the year then ended (as the context 1mphes),
unless otherwtse descnbed - ;

MARKETING AND DISTRIBUTION
Insurance

Our insurance products are sold through three primary distribution channels — professional independent
producers (many of whom sell one or more of -our product lines excluswely) career agents and d1rect
marketmg ‘ - : t »

‘Conseco seeks to.retain the -loyalty of its agency force by -providing marketing and -sales support;
electronic and automated- access to account and -commission information; and marketing and training tools.
We also have introduced new products like equity-indexed annuities (1996) .and. multibucket flexible.
premium annuities (which provide for various earnings strategies under one product) (1999). We are also
seeking to reduce our ‘agents’ administrative burden, inc¢rease their productive sales time and get them the
information they need faster and more reliably. The Conseco Online Information System (“COINS”Y
enables agents to track policy and commission information and order matenals at their convenience. Many of
our marketing companies and agents use COINS

Our insurance subsidiaries collectively hold licenses to market our insurance products in all fifty states,
the District of Columbia, and certain protectorates of the United States. Sales to. residents of the following
states accounted for at least 5 percent of our 2001 collected premiums: California (9.0 percent), Flonda
(8.3 percent), Illinois (7.8 percent), Texas (7.3 percent) and M1ch1gan (5 1 percent)

We believe that people purchase most types of life insurance, accident and health insurance and annuity
products only after being contacted. and solicited by an insurance agent. Accordingly, the success of our
distribution .system is largely dependent on our ability to attract and retain agents who are experienced and
highly motivated. A description of the primary distribution channels is as follows: :

» Professzonal 'Indépendent‘Produ'cers “This distribution channel con51sts of a general agency and
insurance brokerage distribution system compnsed of 1ndependent hcensed agents doing business in all fifty
states, the District of Columbia, and certain protectorates of the ‘United States. In 2001, this channel
accounted for $3,881.6 million, or 67 percent, of our total’ collected prermums If a’significant number of
agents changed to. other prov1ders it would have a matenal adverse effect on our busmess

Professional independent producers are a diverse network of independent agents, insurance brokers and
marketing organizations. Marketing companies typically recruit agents for Conseco by advertising our
products and commission structure through direct mail advertising or through seminars for insurance agerits
and brokers. These organizations bear most of the costs incurred in marketing our products. We compensate
the marketing organizations by paying them a percentage of the commissions earned on new sales generated
by the agents recruited by such organizations. Certain of these marketlng orgamzat1ons are spec1alty
organizations that have a rnarketmg expertise or a distribution system relatlng to a particular product, such as
flexible-premium annuities for educators. During 1999 and 2000, Conseco purchased four organizations that
specialize in marketing and distributing supplemental health products: In 2001 these four orgamzanons
accounted for $246.7 m1lllon, or 4.3 percent, of our total collected premlums

Career Agents. Th1s agency force of approx1mately 4700 agents workmg from 165 branch -offices,
permits one-on-one contacts with potential policyholders and promotes strong personal relationships. with
existing policyholders. The career agents sell primarily Medicare supplement and long-term care insurance
policies, senior life insurance and annuities. In 2001, this distribution channel accounted for $1,709.6 million,
or 30 percent, of our total collected premiums.. These agents sell only Conseco policies and.typically visit the
prospective policyholder’s home to conduct personalized “kitchen-table” sales presentations. After the sale of
an insurance policy, the agent serves as a contact person for pohcyholder quest1ons claims as51stance and
additional insurance needs. e




" Direct Marketing. This distribution channel is engaged primarily in the sale of “graded benefit life”
insurance policies. In 2001, this channel accounted for $187.2 million, or 3 percent, of our total collected
premiums. During 2000, we reacquired the name “Colonial Penn” (the former brand name these products -
were sold under prior to our acquisition of this business), which we now use to market these products.

Finance

Qur finance group, with nationwide operations and managed finance receivables of $43.0 billion at
December 31, 2001, is.one of America’s largest consumer finance companies, with leading market positions in
retail home equity mortgages, home improvement loans, private label credit cards and manufactured housing
credit. Originations to customers in the following states accounted for at least 5 percent of our 2001
originations: Texas. (8.5 percent), California (8.2 percent), Florida (6.4 percent) and Michigan (5.2 percent).
Unless. otherwise noted, references to- loans we have made may 1nclude the purchase by us of credlt contracts
between dealers and buyers

Durmg 2001, 43 percent of our finance. products came 1nd1rectly from customers through 1ntermed1ary
channels such as dealers, contractors, retailers and correspondents. The remaining products were marketed
directly to our customers through our regtonal offices and service centers. A description of the primary
distribution channels is as follows:

Dealers, Contractors, Retailers and Correspondents. Manufactured housrng, home improvement and
home equity receivables are purchased from and originated by ‘selected ‘dealers and contractors after being
'underwrltten and analyzed via one of the Company s automated credit scoring sysfems at one of our regional
service centers. During 2001, these marketing channels accounted for the following percentages of total loan
originations: 93 percent of manufactured housing, 72 percent of home improvement and 6 percent of home
equity. : : . -

Regional Service Centers, Retail Satellite Offices and Telemarketing Center. We market and originate
manufactured housing loans through 33 regional offices and 3 origination and processing centérs. We originate
home equity loans through -a system of 128 retail satellite offices and 6 regional .centers. We also market
private label retail credit products through selected retailers and process the contracts through Conseco Bank,
Inc. (“Conseco Bank™), a Utah industrial loan company, and through Green Tree Retail Services Bank, Inc.
(“Retail Bank”), a South Dakota limited purpose credit card bank, both of which are subsrdlanes of the
Company. We also utilize direct mail to originate home improvement loans and home equ1ty loans. Dunng
2001, these marketing channels accounted for the following percentages of total loan ongrnatrons 7 percent of
manufactured housing, 28 percent of home 1mprovement 94 percent of home equity and 100 percent of retail
credit contracts. - - :

Insurance Produets . ,
Supplemental Health

~ Supplemental health products include Medicare supplement, long-term care and specified-disease
insurance products distributed through our career agency force and professional 1ndependent producers.,
During 2001, we collected Medicare supplement premiums of $975.1 million, long-term care premiums of
$888.3 million, specified-disease . premiums of $374.8 million and other. 'supplemental health premiums of
$109.3 million. Medicare supplement, long term care, specrﬁed disease and other supplemental health
premiums represented 17 percent, 15 percent, 7 percent and 2 percent, respectrvely, of our total premiums
collected in 2001. :

"The following describes the major supplemental health products

Medicare supplement. Med1care is a two- -part federal health insurance program for disabled-persons andv
senior citizens (age 65 and older). Part A of the program. provides .protection against the costs of
hospitalization and related hospital and skilled nursing home care, subject to an initial deductible, related
coinsurance amounts and: specified maximum benefit-levels. The deductible and coinsurance amounts are
subject to change each year by the federal government. Part B of Medicare covers doctors bills and a number
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of other medical costs not covered by Part A, sub)ect to deductible and coinsurance amounts for ° approved”
charges. S :

" Medicare supplement pohcres provrde coverage for many of the medical expenses which the Medrcare
program does not Cover, such as deductibles, coinsurance costs (in which the insured and Medicare share the
costs of medical expenses) and specrﬁed losses which exceed the federal program’s maximum benefits. Our
Medicare’ supplement plans automatically adjust coverage to reflect changes in Medicaré benefits. In:
marketing these products, we concentrate on individuals who have recently become eligible for Medicare by
reaching the age of 65. We offer a hrgher first-year commission for sales to these pohcyholders and .
competitive premrum pricing. Approximately 27 percent of new sales of Medicare supplement policies are to
1nd1v1duals who are reachmg the age of 65. i

Long-Zerm care. Long-term care products. provide coverage, within prescnbed lrmrts for nursing home .
home healthcare, or a combination of both.nursing home and home healthcare expenses. The long-term care-
plans- are sold primarily to retirees and, to a lesser degree, to older self-employed individuals -and -others in
middle-income levels. : , ‘

- Current nursing home care policies cover incurred and daily fixed-dollar benefits available with an
elimination period (which, similar to a deductible, requires the insured to-pay for.a certain number of days of
nursing-home care before. the insurance coverage begins), subject to 4 maximum benefit. Home healthcare
policies cover the usual and customary charges after a deductible and are subject to a daily -or weekly
maximum dollar amount, and an overall benefit maximum: We monitor the-loss experience on-our-long-term
care products and, when necessary, apply for rate increases in the jurisdictions in which we sell'such products:
We depend -on regulatory approval to incréase our premiums on these products. If we are unable to raise
premiums, it could have a material adverse effect on our busmess ‘ :

Speczﬁed—dzsease products These pohcres generally provrde ﬁxed or ‘limited benefits. Cancer i msurance
and heart/stroke products are guaranteed renewable individual accident and health insurance polrcres '
Payments under cancer insurance policies are generally made’ directly to, or at the direction of, the
policyholder following diagnosis of, or treatment for a covered type of cancer. Heart/stroke polrcres provrde
for payments directly to the policyholder for treatment of a covered heart disease, heart attack or stroke. The
benefits provided under the specified-disease policies do not.necessarily reflect the actual cost incurred by the
insured as a result of the illness; benefits are not. reduced by any other medical insurance payments made to or*
on behalf of the insured. . :

Approximately 74 percent of our specified-disease policies inforce ('based on a count of policies) are sold'
with return of premium or cash value riders. The return of premium rider generally provides that after a policy
has been inforce for a specified number of years: or upon the policyholder reaching a-specified age, the
Company will pay to the policyholder, or a beneficiary under the policy, the aggregate amount of all premiums
paid under the policy, without interest, less the aggregate amount of all claims-incurred under the policy. -

Annuities _

Annuity products includé equity-indexed ‘annuity, - varrable annu1ty, traditional fixed rate annurty and
market value-adjusted annuity products sold through both career agents and professional 1ndependent
producers. During -2001, we collected annuity premiums of $1,744.2 million; or 30 percent of our total

premiums collected. Sales of annuities are aﬁ"ected by the ﬁnanc1a1 strength ratrngs assigned to our insurance
subsidiaries by independent rating agenmes See “Competltlon below

The followrng describes the ma]or annuity products _' _

Equity-indexed annuity products. These products accounted. for $381 6 mrllron or 7 percent of our
total premiums collected in 2001. The accumulation, value of these annuities is credited with interest at an
annual minimum guaranteed average rate over the term of the contract of 3 percent (or, including the effect of
applicable sales loads, a 1.7 percent compound average interest rate over the term of the contracts), but the
annuities provide for potentially higher returns based on a percentage (the “participation rate”) of the-change
in the Standard & Poor’s Corporation (“S&P”) 500 Index during each year of their term. The Company has.
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- the discretionary ability to annually change the participation rate which currently ranges from 55percent to 80.
percent and may include a first-year “bonus”, similar to the bonus interest described below for traditional fixed
rate annuity products, which generally ranges from 20 percent to 55 percent. The minimum guaranteed values
are équal to: (i) 90 percént of premiums collected for annuities for which premiums are recewed in a single
payment (single premium deferred annuities “SPDAs”) or 75 percent of first year and 87.5 _percent of
renewal premiums collected for annuities which allow for more than one payment (flexible premlum deferred
arinuities “FPDAs”); plus (ii) interest credited on such percentage of the premiums collected at ah annual
rate of 3 percent. The annuity provides for penalty-free withdrawals of up to 10 percent of - prermum in each-
year after the first year of the annuity’s term. Other w1thdrawals from SPDA products are generally subject to
a surrender chargé of 9 percent over the eight year contract term at which time the contract must be reniewed
or withdrawn. Other withdrawals from FPDA products are subject to a surrender charge of 12 percent to
20-percent in the first year, declining 1.2 percent to 1.3 percent each year, to zero over a 10 to 15 year period,
depending on issue age. We purchase S&P 500 Index Call Options (“S&P 500 Call Options™) in an effort to

~hedge potential increases to policyholder benefits resulting from increases in the S&P 500 Index to wh1ch the
product’s return is linked. C

Other fixed rate annuity products. These products include SPDAs, FPDAs (excluding the equity-.
indexed products) and single-premium immediate annuities (“SPIAs”). These products accounted for $954.0
million, or- 17 percent, of-our total collected. premiums -in 2001. Our-SPDAs.and FPDAs typically have an
interest rate (the “‘crediting:rate”) that is guaranteed by the Company for the first policy year, after which we
have the discretionary ability to change the crediting rate to any rate not below a guaranteed minimum rate.
The guaranteed rate on annuities written recently ranges from 3.0 percent to 4.0 percent, and the rate on all
policies in-force ranges from-3.0 percent to 6.0 percent. The initial crediting rate is largely a function of:
(i) the interest rate we cdn.earn on invested assets acquired with the new annuity fund deposits; (ii) the costs
related to marketing and maintaining the annuity products; and (iii) the rates offered on similar products by
our ‘competitors. For. subsequent adjustments to crediting rates, we take into account the yield on our
mvestment portfolio, anniity surrender assumpt1ons competitive mdustry pncmg and the credmng rate
hlstory for particular groups of annuity policies with 51m1lar charactenshcs

"Approximately 61 percent of our new annuity sales have been “bonus” products The initial crediting rate
on.these products specifies 4 bonus crediting rate ranging from-1 percent to 7 percent of the annuity deposit for
the-first policy year. only. After the first year, the bonus.interest portion of the initial crediting rate is
automatically discontinued, and the renewal crediting rate is established. As of December. 31, 2001, crediting
rates on our outstanding traditional annuities were at an average rate, excluding bonuses, _of 4.4 percent.

The policyholder is-typically permitted to withdraw all or part of the premium paid plus:the accumulated
interest credited to his or her :account (the “accumulation value), subject in virtually all cases to the
assessment of a surrender charge for withdrawals in éxcess of specified limits. Most of our traditional annuities-
provide- for penalty-free withdrawals of up to 10 percent of the accumulation value each year, subject to
limitations. Withdrawals in excess of allowable penalty-free amounts are assessed a surrender charge during a
penalty period which generally ranges from five to 12 years after the date a policy is issued. The initial
surrender charge is generally 6 percent to 12 percent of the accumulation value and generally decreases by
approx1mately 1 to 2 percentage points per year during the penalty period. Surrender’ charges are set at levels
to protect .the Company. from loss on early terminations and to reduce the likelihood of “policyholders
teriinating their policies during penods of increasing interest rates. This practice is intended to lengthen the
effective duration of policy liabilities and enable the Cornpany to mamtam proﬁtablhty on such pol1c1es )

SPIAs accounted for $70.5 million, or 1.2 percent, of our total collected premiums in 2001. SPIAs are
- designed to provide a series of periodic payments for a fixed period of time or for life, according to the
policyholder’s chéice at the time of issue. Once the payments begin, the amount, frequency and length-of time
for which they are payable are fixed. SPIAs often are purchased. by persons at or near retirement age who
desire a steady stream of payments over a future period of years. The single’premium is often the payout from
a terminated annuity contract. The implicit interest rate on SPIAs is based on market. conditions when the
policy is-issued. The implicit interest rate on the Company s outstandlng SPIAs averaged 6.7 percent at
December 31, 2001. :



The Company also offers its multibucket annuity product which provides for different rates of cash value
growth based on the experience of a particular market strategy. Earnings are credited to this product based on
the market activity of a given strategy, less management fees, and ‘funds may be moved between cash value
strategies. Portfolios available include high-yield bond, mvestment -grade bond, convertible bond and guaran-
teed-rate portfohos Durrng 2001, thrs product accounted for $181.7 mrlhon or 3 1 percent, of our total
collected premlums

P s
L Lt T

Variable annuity products. Variable annuities accotinted for $408.6 ‘million, or 7 percent, of our total
premiums collected in 2001. Variable annuities, sold on a single-premium or flexible-premium basis, differ
from fixed annuities in that the principal value may fluctuate, depending on the performance of assets
allocated pursuant to. various. investment options chosen by the contract owner. Variable annuities offer
contract owners a fixed or variable rate of, return based upon the ‘specific 1nvestment portfolios into which
premiums may be directed.

Life

Life products include traditional, universal life and other life insurance products. These products. are
currently sold through career agents, professional independent producers and direct response marketing.
During 2001, we collected $949.6 million, or 16 percent, of our total collected premiums from life products.
Sales of certain life products dre aﬁected by the financial strength ratings assrgned to our insurance
subsidiaries by 1ndependent rating agen01es See “Competrtron below. - '

Interest-sensitive life products. These products include universal life products that provide whole life
insurance with adjustable rates of return related to current interest rates. They accounted for $510.0 million, or
8.8 percent, of our total collected premiums in 2001 and are marketed through professional independent
producers and, to a lesser extent, career agents. The principal differences between universal life products and
other interest-sensitive life insurance products are policy provisions affecting the amount and timing of
premrum payments. Unrversal life pohcyholders may vary the frequency and size of their premium payments;
and policy benefits may also Mluctuate accordlng to such payments. Premium payments under other interest-
sensitive policies .may not be varied by the pohcyholders and as a result ,are designed to reduce the
administrative costs typrcally associated with morntormg universal life premlum payments and pohcy benefits.

Traditional life. These products accounted for $439. 6 mllhon or 7.6 percent of our total collected
premiums in 2001. Traditional life policies, including whole life, graded benefit life and. term life products, are
marketed through professional independent producers, career agents and direct response marketing. Under
whole life policies, the policyholder generally pays a level premium over.an agreed period or-the policyholder’s
lifetime. The annual premium in a whole life policy is generally higher than the premium for comparable term
insurance coverage in the early years of the pohcys life, but is generally lower than the premium for
comparable term insurance coverage in the later years of the pohcy s life. These pohcres which continue to be
marketed by the Company on a limited basis, combine insurance protectlon with a savings component that
increases in amount gradually over the life of the policy. The policyholder ay borrow against the savings
generally at a rate of interest lower than that available from other lending sources. The policyholder may also
choose to surrender the policy and receive the accumulated cash value rather than continuing the insurance
protection. Term life products offer pure insurance protection for a specified period of time — typically 5, 10,
or 20 years. , TR \

Tradrtronal hfe products also 1nclude graded beneﬁt lrfe insurance products Graded benefit life products
accounted for $107.6- million, or. 1.9 percent of our total collected premiums in 2001. Graded benefit life
insurance products are offered on an individual basis primarily to persons age 50 to 80, prmmpally in face
amounts of $350 to $10,000, without medical examination or evidence of insurability. Premiums are paid as
frequently as monthly. Benefits paid are less than the face amount of the policy during the first two years,
except in cases of accidental death. Graded benefit life policies are marketed using direct response marketing
techniques. New policyholder leads are generated primarily from television and print advertisements.
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- Individual and. Group Major Medicdl .

“Sales of our 1nd1v1dual and group major medical health i 1nsurance products are targeted to self—employed
1nd1v1duals, small business owners, large employers and early retirees. Various deductible and coinsurance
options are availablé, and most policies require’ certain utilizatior review procedures The proﬁtablhty of this
business depends largely on the overall persistency of the business inforce, claim experience and expense
management. We have previously announced our intent to sell or exit these lines of business. During 2001, we
collected $737.1 million, or 13.percent, of our total collected premiums from these products.

s

: Finance Products ‘

- Manufactured Housing. Our finance subsidiaries provide financing for consumer purchases of manufac-
fured ‘housing. During 2001, we originated $2.5 billion  of contracts for manufactured ‘housing purchases or
22 percent of our total originations. At December 31, 2001, our managed receivables included $25.6 billion"of

“contracts for manufactured housing purchases, or 59 percent of total managed receivables. A manufactured
home is a structure, transportable in one or more sections, designed to be a dwelling with or without a
permanent foundation. Manufactured housing does not include either modular housing (which. typically
involves more sections, greater assembly and a separate means of transportmg the sections) -or recreatlonal
vehicles. : R :

Through our reglonal service centers we purchase manufactured housmg contracts from dealers located
throughout the United States. Our regional service center. personnel solicit dealers in their region. If the dealer
wishes to utilize our financing, the dealer completes an application. Upon approval, a dealer agreement is
executed. We also originate manufactured housing installment loan agreements directly with customers. For
the year ended December 31, 2001, 93 percent of our manufactured housing loan originations were purchased
from dealers and 7 percent were originated directly by us.

_ Our manufactured housing contracts are secured by either the manufactured home or, in the case of land-
and-home contracts, by a lien on the real ‘estate where the manufactured home is permanently affixed: In
2001, approximately 27 percent of our manufactured housing ‘originations were for land-and-home contracts.
Customers who finance their homes with us are required to make a minimum down payment of 5 percént. For
manufactured hous1ng originations, the average loan to- value rat1o was approx1mately 88 percent in 2001.

Customers credit appl1cat1ons for new manufactured homes are rev1ewed in our service centers. If the
application meets our guidelines; we generally purchase the contract after the customer has moved into the
manufactured home. We use a proprietary automated credit scoring system to evaluate manufactured housing
contracts. The scoring system is statistically based, quantifying information using variables obtained from:
customer credit applications.and credit reports. We perform monthly audits on samples of new loan
originations to:measure adherence to-our underwriting pohcres and procedures.

, Mortgage Servzces Products within thls category 1nclude home equ1ty and home 1mprovement loans
During 2001, we ongmated $3.0 billion of contracts for these products, or 27 percent of our total originations.
At December 31, 2001, our managed rece1vables included $11.9. blll1on of. contracts for home equity and home-
improvement loans, or 28 percent of total managed rece1vables

- “We originate home equity loans through 128 retail satellite offices and 6 regional centers, and throtigh a
network of correspondent and broker -originators throughout the United States. The retail officés are
responsible for originating, processing and funding the loan transaction. Underwriting of the application is™ ~
handled through central locations. Subsequently, loans are re-underwritten on a test basis by a third party to
ensure compliance with our cred1t policy. After the loan has closed, the loan documents are forwarded to our
loan 'servicing center. The servicing center is responsible for- handling customer - serv1ce and’ performing
document handhng, custod1al -quality control and collection functions.

Dunng 2001, approx1mately 94 percent of our home equlty ﬁnance loans were originated directly w1th the
borrower. The remaining finance volume-was originated through a few correspondent.lenders. The Company
_decreased the volume of loans originated through the correspondent channel in 2000.
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Typically, home equity loans are secured by first or second liens. Homes.used for collateral in securing
home equity loans may be either residential or investor owned, one-to-four-family properties having a
minimum appraised value of $25,000. During 2001, approximately 81 percent of the loans originated were
secured by first liens. The average loan to value for loans originated in 2001 was approximately 90 percent.
Approximately 97 percent of our home equity loan originations during 2001 were fixed rate closed-end loans.

We originate the majority of our home imprOvement loan contracts indirectly through a network of home
improvement contractors located throughout the United States. We review the financial condition, business
experience and qualifications of all contractors through which we obtain loans. ‘

We finance conventional home improvement contracts generally secured by first, second or, to a lesser
extent, third liens on the improved real estate: We also finance unsecured conventional home improvement
loans (generally from$2,500 to $15,000).

Typleally, an approved contractor submits the customer s. cred1t application and construction contract to
our centralized service center where an analys1s of the creditworthiness of the customer is made using a
proprietary credit scormg system. If it is determined that the. application meets our underwriting guidelines, we
typically purchase the contract from the contractor when the customer verifies satlsfactory completron of the
work ‘ :

'

We also-originate home 1mprovement loans d1rect1y with borrowers. After receiving a mail solicitation,
the customer calls our telemarketing center and our sales representative explains the available financing plans,
terms and rates depending on the customer’s needs. The majority of the loans are secured by a second or third
lien on the réal estate of the customer. Direct dlstrrbutlon accounted for approxrmately 28 percent of the home
1mprovement loan originations durmg 2001. '

The types of home 1mprovements we ﬁnance include extenor renovatlons (such. as windows, siding. andv
roofing); pools and spas; kitchen and bath remodeling; and room additions and garages. We may also extend
additional credit beyond the purchase price of the home-. improvement for~the purpose. of debt consolidation.

_ Private Label Credit Card.” During 2001 we ongmated $3.6 billion of pnvate label credit card
receivables pnmanly through our bank subsidiaries, or 32 percent of our total originations. At December 31,
2001, our managed receivables included $2.7 billion of contracts for credit card loans, or 6 percent of totalv
managed receivables. -

" We originate private label credit card recervables through contractual relationships with selected retailer
and dealer partners. Our core relationships are with retailers and dealers -of home improvement products
powersports vehicles (motorcycles, all-terrain-vehicles, snowmobiles and personal watercraft) and outdoor
power equipment. T

We perform an initial review on all retailer and dealer partners as well as periodic monitoring of their
financial cordition. Credlt card applications are generated primarily through retail and dealer outlets and the.
internet. We utilize a proprietary automated CI‘Cdlt scoring system to_review the credit of individual customers
seeking credit cards. We periodically mon1tor payment behav1or trends within our credlt card portfolio through
the use of automated portfolio rnanagement tools. If we make poor credit de0151ons w1th respect to our
partners. and, borrowers, it could have. a matenal adverse eﬂect on our busmess
ACQUISITIONS o S , |

Since 1982, Conseco has acqurred 19 insurance groups and related- busmesses -and Green Tree Financial
Corporat1on (renamed “Conseco Finance Corp.”) These acquisitions have been responsible for the Com-
pany’s growth in recent years. The Company’s current. plans are to grow and 1mprove the proﬁtablhty of its
busmesses rather than grow through acqu1s1tlons :

%

INVESTMENTS

Conseco Cap1ta1 Management Inc (“CCM”) a regrstered 1nvestment advrser wholly owned. by
Conseco, manages the investment portfolios of Conseco’s subsidiaries. CCM had approximately $32.6 billion
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of assets (at.fair value) under management at December 31, 2001, of which $24.3 billion were assets of
Conseco’s subsidiaries and $8.3 billion were assets ownéd by other parties. OQur investment philosophy is to
maintain a largely investment-grade fixed-income portfolio, provide adequate liquidity for expected liability
durations and other requirements and maximize total return through active investment managemert. We are
subject to the-risk that. our investments will decline-in value. This has occurred in the past and may occur
again. During 2001, we recognized other than temporary declines in value on our investments in Sunbeam
Corp., Enron Corp., Crown Cork & Seal Company Inc., Global Crossing Ltd., and KMart. Corp., among
others.

. Investment activities are an integral part of-our business; investment income is a significant component of
our total revenues. Profitability of many of-our insurance products is significantly affected-by spreads between -
interest yields on investments and rates credited on insurance liabilities. Although substantially all credited
rates on SPDAs and FPDAs may be changed annually, changes in crediting rates may not be sufficient to
maintain targeted 1nvestment spreads in all economic and market environments. In addition, compétition and
other factors, including the impact of the level of surrenders and withdrawals, may limit our ability to adjust or
to maintain crediting rates at levels necessary to avord narrowrng of spreads under certain market conditions.
As ‘of December 31, 2001 the average yield, computed on the cost basis of our investment portfolio, Was
7.0 percent, and the average interest rate credited or’'accruing to our total insurance liabilities (excluding
interest rate bonuses for the first policy year only-and excludrng the effect: of credited rates attributable to
variable or equity-indexed- products) was 5.0 percent.. Y : - :

. We manage the equlty based risk component of our equlty “indexed annurty products by (1) purchasmg
~ S&P 500 Call Optlons in an effort to hedge such risk; and (ii) adjustlng the participation rate to reflect the
change in the cost of such options (such cost varies based on market condttrons) Accordmgly, we are able to
focus on’ managlng the mterest rate spread component of these products. °

We seek to balance the duratron of our 1nvested assets wrth the expected duration of beneﬁt payments
arising . from .our insurance liabilities. At December 31, 2001, the adjusted .modified duration of fixed
maturities and short-term 1nvestments was approxrmately 6.7 years and the duratron of our 1nsurance 11ab111t1es
was approxrmately 6.5 years

For information regardtng the composition and diversification of the investment portfolio of our
subsidiaries, see ‘‘Management’s Discussion and-Analysis of Consolidated Financial Condition and Results of
Operatrons — Investments” and the notes to our consohdated financial statements. '

COMPETITION

“' Each of the markets in ‘which we operate is-highly competltlve The financial services 1ndustry Cconsists of
a large number of companies, some of which are largef and: have greater capital, technologrcal and marketlng’
resources, access to caprtal at a lower cost, broader and more-diversified product lines and larger staffs than
those of Conseco. An expandmg number of banks, securities brokerage “firms and other financial in-
termediaries dlso market insurance products or offer competing products, such as mutual fund products, -
traditional bank investments and other investment and retirement funding alternatives. We also compete with
many of these companies and others in prov1d1ng services for fees. In most areas, competition is based on a
number of factors, including pricing, service provided to distributors and policyholders and ratings.' Conseco’s®
subsidiaries must-also compete with their competitors to attract and retain the alleglance of dealers, vendors,
contractors, manufacturers, retailers and agents. .. Ce -

In the finance 1ndustry, operatlons ‘are aﬁ"ected by consumer demand Wthh is 1nﬁuenced by regronal'
trends, economic conditions and personal preferences. Competltron in the finance mdustry is primarily among
finance companies, commercial banks, thrifts, other financial institutions, mortgage brokers, credit unions and

" manufacturers and vendors. Competition is based on a2 number of factors including service, the credit review
process; the rntegratron of ﬁnancrng programs and the ab111ty to manage the semcmg portfoho in changmg
economic: ‘environments. - . - ) - S . T
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In the individual health insurance. business, insurancé companies compete primarily on the basis of
marketing, service and price. The provisions of the Omnibus Budget Reconciliation Act of 1984 and the work
of the National Association of Insurance Commissioners (“NAIC”) (an association of state regulators and
their staffs) have resulted in standardized policy features for Medicare supplement products. This increases
the comparability of such policies and has intensified competition based on factors other than product features.
See “Underwriting” and “Governmental Regulation.” In-addition to the products of other. insurance
companies, commercial banks, thrifts, mutual funds and broker dealers, our insurance products compete with
health maintenance organizations, preferred provider organizations and other health care-related institutions
which provide medical benefits based on contractual agreements.

An important competmve factor for life insurance companies is the ratings they receive from nat1onally
recognized rating organizations. Agents, insurance brokers and marketing companies who market our products
and prospective: purchasers of our .products use the_ratmgs of our insurance subsidiaries as one. factor in
determining which insurer’s products to market or purchase. Ratings have the most impact on our annuity and
interest-sensitive life insurance products. Qur principal insurance. subsidiaries are currently rated “A-
(Excellent)” by A.M. Best Company, and Standard & Poor’s Corporatlon has given our principal-insurance
subsidiaries a claims-paying ability rating of “BB+ (Margmal) A:M. Best ratings for the industry currently
range from “A-++(Superior)” to “F (In Liquidation)” and some companies are not rated. A.M. Best’s ratings
and Standard & Poor’s claims-paying ability ratings -are based upon factors relevant to policyholders, agents
and intermediaries and are not directed toward the protection of investors. Such ratings are not recommenda-
tions to buy, sell or hold securities. A.M. Best and Standard & Poor’s each reviews its ratings from time to
time. On October '3, 2001, A.M. Best placed our msurance subsidiaries’ ratings “under review with negative
lmpllcatlons We cannot provide any assurance that the ratings of our insurance subsidiaries will remain at
their current level. If such ratings are downgraded, sales of our insurance products could fall significantly and
existing policy holders ‘may redeem or lapse their pol101es causmg a matenal and adverse 1mpact on our
financial results and hquldlty '

We believe that we are able to compete elfectwely because: (i).we emphas1ze a number of spec1ahzed
distribution channels, where the ability to respond rapidly to changing customer needs yields a competitive.
edge; (i) we are experienced in establishing and cultivating relationships with the. unique -distribution
networks and the independent marketing companies operating in thesé specialized markets; .(iii) we can offer
competitive rates as a result of our operating efficiencies and higher-than-average investment yields achieved
by applying active investment portfolio management techmques and (iv) .we have reliable policyholder
admm1strat1ve services, supported by custom1zed 1nf0rmat10n technology systems.

IN SURAN CE UNDERWRITING

- Under regulations promulgated by the NAIC and adopted as- a result of the Omn1bus Budget.
Reconciliation Act of 1990, we are prohibited from underwriting our Medicare supplement policies for certain
first-time purchasers. If a person applies for insurance within six-months after becoming eligible by reason of
age, or disability in certain limited circumstances, the application may not be rejected due to medical
conditions. Some states prohibit underwriting of all Medicare supplement policies. For other prospective
Medicare supplement policyholders, such as senior citizens who are transferring to' Conseco’s products, the
underwriting procedures are relatively limited, except for policies providing pI‘CSCI‘IptIOH drug coverage. - ’

Before-i issuing long-term care or comprehensive major medical products to 1nd1v1duals and groups, we
generally apply detailed underwriting' procedures designed to assess.and quantify the insurance risks. We
require medical examinations of applicants (including blood -and urine -tests, where permitted) for certain.
health insurance products and for life insurance products which exceed prescribed policy amounts. These
requirements are graduated according to the applicant’s age and may vary by type of policy or product. We
also rely on medical records and the potential policyholder’s written application. In recent years, there have
been significant regulatory changes with respect to underwriting individual and group major medical plans. An
increasing number of states prohibit underwriting and/or charging higher premiums for substandard risks. We
monitor changes in state regulation that affect our products, and consider these regulatory developments in
determining where we market our products.
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-Most of our life insurance ‘policies are underwritten individually, although standardized underwriting:
procedures have been adopted.for-certain low face-amount life insurance-coverages. After initial processing;-
" insurance underwriters review each file and obtdin the-information needed to make an underwntmg decision
(such as medical examinations, doctors’ statements and special medical tests). After collecting and. rev1ew1ng
the information, the underwriter either: -(i) approves the policy as applied for, or with an extra premium.
charge because-of unfavorable factors; or «(ii) rejects the application::Weunderwrite group insurance policies
based on the characteristics of the group and its past claim experience. Graded benefit life insurance policies
are-issued without--medical examination or- evidence of msurablhty There is- m1n1mal underwrrtmg on
annuities. Lo : : :

REINSURAN CE

¥,

" Consistent with the general. practrce of the l1fe insurance mdustry, our subsrdlanes enter into both
facultative and treaty. agreements of indemnity reinsurance with' other. insurance companies in order- to
reinsure portions. of .the coverage provided by our insurance products. Indemnity reinsurance agreements are
intended to limit.a life insurer’s maximum loss on a large or:unusually hazardous risk or to-diversify its risk.
Indemnity reinsurance does not- discharge the original insurer’s primary liability to the insured. The
Company’s reinsured. business-is ceded .to numerous reinsurers. We believe the assuming. companies are able:
to honor all contractual commitments, based .on-our periodic review~of therr ﬁnanc1al statements insurance
industry- reports and reports filed with state insurance departments . L

As of December 31, 2001, the pohcy nsk reténtion limit was generally $.8 million or less on the pohcres of
our subsidiaries. Remsurance ceded by Conseco represented 21 percent of gross combined life insurance
inforce andreinsurance” assumed represented 2.2 percent of net combined life insurance inforce. At
December 31 2001, the total ceded business inforce of $26.4 bllhon was primarily ceded to 1nsurance
companies rated “A- (Excellent)” or better by A.M. Best: Our pnncrpal reinsurers at December 31, 2001 were
American Founders Life Insurance Company, American Long Term Care Reinsurance Group, Connecticut
General Life Insurance Company, Employers Reassurance Corporation, General & *Cologne Life Re of
America, Gerling Global Life Reinsurance Company,. Lincoln National Life Insurance Company, Munich
American Reassurance Company, Reliance Standard Life Insurance Company, RGA Reinsurance Company,
Scottish Re US, Inc., Security Life of Denver Insurance Company:and Swiss Re Life and Health America
Inc No other single reinsurer assumes greater than 2 percent of: the total ceded business 1nforce

In the first quarter of 2002 we completed a remsurance agreement pursuant to which we are cedrng
80 percent of the in force traditional life business of our subsidiary, Bankers Life & Casualty Company, to
Reassure America Life Insurance Company (rated A++ by A.M. Best). The total insurance liabilities ceded
pursuant to the contract are approximately $400 million. The reinsurance agreement and the related dividends
of $110.5 million have been approved by the appropriate state insurance departments and will be paid to the
parent company. The ceding commission approximated.the amount of the cost of polrc1es purchased and cost
of policies produced related to’ the ceded bus1ness ' :

- 'We have also entered into a remsurance agreement pursuant to. Wthh we are cedmg lOO percent of the
tradmonal life and interest-sensitive life insurance business of our subsrdrary, Conseco Variable Insurance
Company, to Protective. Life Insurance Company (rated A+ by AM. Best) The total insurance liabilities
ceded pursuant to the contract are approximately $470 ‘million. The agreement is subject to regulatory
approval. Upon receipt of all regulatory approvals, our insurance subsidiary will receive a‘ceding commission’
of $49.5 -million. The ceding commission approximated the amount of the cost of policies purchased and the:
cost of policies produced related to the ceded business. : :

We are currently explonng possible rernsurance transactions related to other blocks of our 1nsurance
busrness to generate add1t1onal cash to meet our debt oblrgatrons in 2002 and beyond.
EMPLOYEES

At December- 3l 2001 Conseco Inc. and its subsidiaries had approximately 14, 300 employees
including: (i) 5,500 employees supporting our insurance operations; (ii) 7,200-employees supporting’ our
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finance operations; and (iii) 1,600 employees in India (who provide services to our insurance and finance
operations and third party clients). None of our employees is covered by a collective bargammg agreement.
We believe that we have excellent relations with our employees.

GOVERNMENTAL REGULATION

Our finance and insurance businesses are subject to extensive regulation -and supervision in the
jurisdictions in which we operate. Such regulation and supervision is primarily for the benefit and protection of
our customers, and not for the benefit of our investors or creditors. Qur finance operations are subject to
regulation by federal, state and local government: authorities, as well as to various laws and judicial and
administrative decisions, that impose requirements and restrictions affecting, among other things, our loan
originations, credit activities, maximum interest rates, finance and other charges; disclosure to customers; the
terms of secured transactions, collection, repossession and claims-handling procedures, multiple qualification
and licensing requirements for doing business in various jurisdictions, and other trade practices. Although we
believe that we are in compliance in all material respects with applicable local, state and federal laws, rules
and regulations, it is possible that more restrictive laws, rules or regulations will be adopted in the future that
could make compliance more difficult or expensive, restrict our ability to originate or sell loans, further limit or
restrict the amount of interest and other charges earned on loans originated by us, further limit or restrict the
terms of loan agreements, or otherwise adversely affect our business or prospects.

. The Financial Services Modernization Act of 1999 contains privacy provisions and introduces controls
over the transfer and use of individuals’ nonpublic personal data by financial institutions, including finance
companies, insurance companies and insurance-agents. Consumer privacy laws containing expanded provisions
also have been adopted, or are under consideration, in a number of states.

. Insurance

-Our insurance subsidiaries-are subject to regulation and supervision by the insurance regulatory agencies
of the jurisdictions in which they transact business. State laws generally establish supervisory agencies with
broad regulatory authority, including the power to: (i) grant and revoke business licenses; (ii) regulate and
supervise trade practices and market conduct; (iii) establish guaranty associations; (iv) license agents;
(v) approve policy forms; (vi) approve premium rates for some lines of business; (vii) establish reserve
requirements; (viii) prescribe the form and content of required financial statements and reports;
(ix) determine the reasonableness and adequacy of statutory capital and surplus; (x) perform financial,
market conduct and other examinations; (xi) define acceptable accounting principles; (xii) regulate the type
and amount of permitted investments; and (xiii) limit the amount of dividends and surplus debenture
payments that can be paid without obtaining regulatory approval. Because of ‘limits on the payment of
dividends and surplus debenture payments from our insurance subsidiaries, not all of our consolidated cash
flows from operations are available to the parent company to service its debt. Our insurance subsidiaries are
subject to periodic examinations by state regulatory authorities. We do not expect the results of any ongoing
examinations to have a material effect on the Company’s financial condition.

Most states have also enacted regulations on the activities of insurance holding company systems,
including acquisitions, extraordinary dividends, the terms of surplus debentures, the terms of affiliate
transactions and other related matters. Currently, the Company and its insurance subsidiaries have registered
as holdlng company systems pursuant to such legislation in the domiciliary states of the insurance subsidiaries
(Arizona, Illinois, Indiana, New York, Pennsylvania and Texas), and they routinely report to other
jurisdictions.

Most states have either enacted legislation or adopted administrative regulations which affect the
acquisition (or sale) of control of insurance companies as well as transactions between insurance companies

and persons controlling them. The nature and extent of such legislation and regulations vary from state to
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state. These regulations require the acquirer to file detailed information concerning the acquiring parties and
the plan of acquisition, and to obtain administrative approval prior to the acquisition. In many states, however,
an insurance authority may determine that control does not exist, even in circumstances in which a person
owns or controls 10 percent or a greater amount of securities.

The NAIC has adopted a revised manual of statutory accounting principles in a process referred to as
codification. ‘Such principles are summarized in the Accounting Practices and Procedures Manual. The
revised manual ‘was effective January 1, 2001. The domiciliary states of our insurance subsidiaries have
adopted the provisions of the revised manual or, with respect to some states, adopted the manual with certain
modifications. The revised manual has changed, to some extent, prescribed:statutory accounting practices and
resulted in changes to the accounting practices that our insurance subsidiaries.use to prepare their statutory-
basis financial statements. The impact of these changes increased our insurance subsidiaries’ statutory-based
capital and surplus by dpproximately $198 million as of January 1, 2001:

The federal government does not directly regulate the insurance business. However, federal legislation
and admlmstratlve policies in several areas, including pension regulation, age and. sex dlscnm1nat10n financial
services regulation, securities regulatlon privacy laws and federal taxation, do affect the insurance business.
Legislation has been introduced from time to time in Congress that could result in the federal govemment
assuming some role in regulatmg the companies or allowmg combinations between insurance companies,
banks and other entities.

On the basis of statutory statements filed with state regulators annually, the NAIC calculates certain
financial ratios to:assist state:regulators in menitoring the financial condition of insurance companies. A “usual
range” of results for each ratio is used as a'benchmark. In the past, variances in certain ratios of our insurance
subsidiaries have resulted in inquiries from insurance departments to wh1ch we have responded Such inquiries
did not lead to any restrictions affecting our operations. - :

Model laws and regulations of the NAIC include: (i) investment reserve requirements; (ii) risk-based
capital {(“RBC”) standards; (iii) codification of insurance accounting principles; (iv) additional investment
restrictions; (v) restrictions on an insurance company’s ability to pay dividends; and (vi) product illustrations.
The NAIC is currently developing new. model laws or regulations, including product design standards and
reserve requlrements ‘ ‘

" The \RB,C standards establish capital requirements for insurance companies based on the ratio of the
company’s total adjusted capital (defined as the total of its statutory capital, surplus, asset valuation reserve
and certain other adjustments) to its RBC (such ratio is referred. to' herein as the “RBC ratio”). The
standards are designed to help identify companies which are under capitalized and require specific regulatory
actions in the event an insurer’s RBC ratio falls below specified levels. Each of our life insurance subsidiaries
has more than enough statutory cap1ta1 to meet the standards as of December 31, 2001. The aggregate RBC
ratio for our insurance subs1d1ar1es was greater than 235 percent at December 31, 2001.

The NAIC has adopted ‘model long-term care pohcy language providing nonforfelture beneﬁts and has
proposed a rate stabilization standard for long-term care policies. Various bills are proposed from time to timeé
in the U.S. Congress which would provide for the implementation of certain minimum consumer protection
standards for inclusion in all long-term care policies, including guaranteed renewability, protection against
inflation and limitations on waiting periods for pre-existing conditions. Federal legislation permits premiums
paid for qualified long-term care insurance to be treated as tax-deductible medical expenses and for benefits
recelved on such policies to be excluded from taxable income.-

In addition, our insurance sub31d1ar1es are required under guaranty fund laws of most states in which we
transact business, to pay assessments up 'to.prescribed limits to fund pol1cyholder losses or liabilities of
insolvent insurance companies. Assessments can be partially recovered through a reduction in future premlum
taxes in some states.

Most states mandate ‘minimum benefit standards and loss ratios for accident and health insurance
policies. We are. generally required- to maintain, with respect to our individual long-term care: policies,
minimum anticipated loss ratios over the entire period of coverage of not less than 60 percent. With respect to
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our Medicare supplement policies, we are generally required to attain and maintain an actual loss ratio, after
three years, of not less than 65 percent. We provide, to the insurance departments of all states in which we
conduct business, annual calculations that demonstrate compliance with required minimum loss ratios for both
long-term care and Medicare supplement insurance. These calculations are prepared utilizing statutory lapse
and interest rate assumptions. In the event that we fail to maintain minimum mandated loss ratios, our
insurance subsidiaries could be required to provide retrospective refunds and/or prospective rate reductions.

We believe that our insurance subsidiaries currently comply with all applicable mandated minimum loss
ratios.

NAIC model regulations, adopted in substantially all states, created 10 standard Medicare supplement
plans (Pians A through J). Plan A provides the least extensive coverage, while Plan J provides the most
extensive coverage. Under NAIC regulations, Medicare insurers must offer Plan A, but may offer any of the
other plans at their option. Our insurance subsidiaries currently offer nine of the model plans. We have
declined to offer Plan J, due in part to its high benefit levels and, consequently, high-costs to the consumer.

Numerous proposals to reform the current health care systern (fncluding Medicare), have been-
introduced in Congress and in various state legislatures. Proposals have included, among other things,
modifications to the existing employer-based insurance system, a quasi-regulated system of “managed
competition” among health plans, and a single-payer, public program. Changes in health care policy could
significantly affect our business. For example, Federal comprehensive major medical or long-term care
programs, if proposed and implemented, could partially or fully replace some of Conseco’s current products.

During recent years, the health insurance industry has experienced substantial changes, primarily caused’
by healthcare legislation. Recent federal and state legislation and legislative proposals relating to healthcare
reform contain features that could severely limit or eliminate our ability to vary our pricing terms or apply
medical underwriting standards with respect to individuals which could have the effect of increasing our loss
ratios and decreasing our profitability. In particular, Medicare reform and leglslatron concerning prescrrptron
drugs could affect our ability to price or sell our products. :

- In addition, proposals currently pending in Congress and some state legislatures may also affect our
financial results. These proposals include the implementation of minimum consumer protection standards for
inclusion in all long term care policies, including: guaranteed premium rates; protection against inflation;
limitations on waiting periods for pre-existing conditions; setting standards for sales practices for long term
care insurance; and guaranteed consumer access to- information about insurers, including lapse and replace-
ment rates for policies and the percentage of claims denied. Enactment of any of these proposals could affect
our financial results

The United States Department of Health and Human Services has issued regulations under the Health
Insurance Portability and Accountability Act (“HIPAA”) relating to standardized electronic transaction
formats, code sets and the privacy of member health information. These regulations and any corresponding
state legislation, will affect the Company’s administration of health insurance.

A number of states have passed or are considering legislation that would limit the differentials in rates-
that insurers could charge for health care coverages between new business and renewal business for similar
demographic groups. State legislation has also been adopted or'is being considered that would make health
insurance available to all small groups by requiring coverage of all employees and their dependents, by limiting
the applicability of pre-existing conditions exclusions, by requiring insurers to offer a basic plan exempt from
certain benefits as well as a standard plan, or by establishing a mechanism to spread the risk of high risk
employees to all small group insurers. Congress and various state legislators have from time to time proposed
changes to the health care system that could affect the relationship between health insurers and their
customers, including external review.

We cannot predict with certainty the-effect that any proposals, if adopted, or legislative developments
could have on our insurance businesses and operations.
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" Fi immce

The Company’s finance operations are subject to regulatlon by certain federal and state regulatory
authorities. A substantial portion of the Company’s consumer loans and assigned sales contracts are originated
- or purchased by finance subsidiaries hcensed under applicable state law. The licensed entities are subject to
examination by and reporting requlrements of the state administrative agencies issuing such licenses. The
finance subsidiaries are subject to state laws and regulations which in certain states: limit the amount, duration
and charges for such loans and contracts; require disclosure of certain loan terms and regulate the content of
documentation; place limitations on collection practices; and govern creditor remedies. The licenses granted
are renewable and may be subject to revocation by the respective issuing authority for violation of such state’s
laws and regulations. Some states have adopted or are considering the adoption of consumer protection laws or
regulations that impose requirements or restrictions on lenders who make certain types of loans secured by real
estate.

In addition to the finance companies licensed under state law both Conseco Bank and Retail Bank, both
of which are wholly owned subsidiaries of Conseco, are under the supervision of, and subject to examination
by, the Federal Deposit Insurance Corporation. Conseco Bank is also supervised and examined by the Utah
Department of Financial Institutions. Retail Bank is supervised and examined by the South Dakota
Department of Banking. The ownership of these entities does not ‘subject the Company to regulation by the
Federal Reserve Board as a bank holding company. Conseco Bank has the authority to engage generally in the
banking business -and ‘may accept all types of deposits, other than demand deposits. Retail Bank is limited by
its charter to engage in the credit card-business and may issue only certificates of deposit in denominations of
$100,000 or greater. Conseco Bank and Retail Bank are subject to regulations relating to capital adequacy,
leverage, loans, loss resérves, deposits, consumer protection, commumty reinvestment, payment of dividends
and transactlons w1th aﬁihates

A number of states have usury and other consumer protection’ laws which may place 11m1tat10ns on the
amount of interest and other charges and fees charged on loans originated in such state. Generally, state law
has been preempted by federal law under the Depositary Institutions Deregulation and Monetary Control Act
of 1980 (“DIDA”) which deregulates the rate of interest, discount points and finance charges with respect to
first lien residential loans, including manufactured home loans and real estate secured mortgage loans. As
permitted under DIDA, a number of states enacted legislation timely opting out of coverage of either or both
of the interest rate and/or finance charge provisions of the Act. States may no longer opt out of the interest
rate provisions of the Act, but could in the future opt out of the finance charge provisions. To be eligible for
federal preemption for manufactured home loans, the Company’s licensed finance companies must comply
with certain restrictions providing protection to consumers. In addition, another provision ‘of DIDA applicable
to state-chartered insured depository institutions permits both Conseco Bank and Retail Bank to export
interest rates, finance charges and certain fees from the states where they are located to all other states, with
the exception of Towa which opted out of the Act during the permitted time period. Interest rates, finance
charges and fees m Utah and South Dakota are, for the most part, unregulated.

The Companys operatlons are subject to Federal regulation under other apphcable federal laws and
regulations, the more significant of which include: the Truth in Lending Act (“TILA™); the Equal Credit
Opportunity Act (“ECOA”); the Fair Credit Reporting Act (“FCRA”); the Real Estate Settlement and
Procedures Act (“RESPA”); the Home Mortgage Disclosure Act (“HMDA”); the Home Owner Equity
Protection Act (“HOEPA”); DIDA; and certain rules and regulations of the Federal Trade Commission
(“FTC Rules”). S _ . _, - -

‘TILA and Regulation Z promulgated thereunder contain certain disclosure requirements designed to
provide consumers with uniform, understandable information with respect to the terms and conditions of
extensions of credit and the ability to compare credit  terms. TILA also provides consumers with certain
substantive protection such as a three day right to cancel certain credit transactlons including certain of the
loans originated by the Company.

ECOA requires certain disclosures to applicants for credit concerning information that is used as a basis
for denial of credit and prohibits discrimination against applicants with respect to any aspect of a credit
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transaction on the basis of sex, race, color, religion, national origin, age, marital status, derivation of income
from a public assistance program or the good faith exercise of a right under TILA. ECOA also requires that-
adverse action notices be given to applicants who are denied credit.

FCRA regulates the process of obtaining, using and reporting of credit information on consumers. This
Act also regulates the use of credit information among affiliates.

RESPA regulates the disclosure of information to consumers on loans involving a mortgage on real
estate. The Act and related regulations also govern payment for and disclosure of payments for settlement
services in connection with mortgage loans and prohibits the payment of referral fees for the referral of a loan
or related services.

HMDA requires reporting of certain information to the Department of Housing and Urban Development,
including the race and sex of applicants in connection with mortgage loan applications. A lender is required to;
obtain and report such information if the application is made in person, but is not required to obtain such
information if the application is taken over the telephone.

HOEPA provides for additional disclosure and regulatlon of certain consumer mortgage loans wh1ch are
deﬁned by the Act as “Covered Loans.”” A Covered Loan is a mortgage loan (other than a mortgage loan to
finance the initial purchase of a dwelling, a reverse mortgage transaction, or an open-end credit plan) which
(1) has total origination fees in excess of the greater of eight percent of the loan amount, or $480, or (2) has
an annual percentage rate of more than ten percent higher than comparably maturing United States treasury
obligations. A number of the Company’s home equity and home 1mprovement loans are Covered Loans under
the Act.

The FTC Rules provide, among other things, that i in connection with the purchase of consumer sales
finance contracts from dealers, the holder of the contract is subject to all claims and defenses which the
consumer could assert against the dealer, but the consumer’s recovery under such provisions cannot exceed the
amount paid under the sales contract.

In the judgment of the Company, existing federal and state law and regulations have not had a material
adverse effect on the finance operations of the Company. It is possible that more restrictive laws, rules or
regulations will be adopted in the future and will place addltlonal burdens on the Company’s ﬁnance
operations.

The Company’s commercial lending operations are not subject to material regulation.in most states;
although certain states do require licensing. In addition, certain provisions of ECOA apply to commerc1a1
loans to small businesses. v

We have internal controls designed to manage the risks associated with our finance activities. However,:
there is a risk that one employee or more will circumvent these controls, as has occurred at other financial
institutions.

FEDERAL INCOME TAXATION

The annuity and life insurance products marketed and issued by our insurance subsidiaries generally
provide the policyholder with an income tax advantage, as compared to other savings investments such as
certificates of deposit and bonds, in that income taxation on the increase in value of the product is deferred
untif it is received by the policyholder. With other savings investments, the increase in value is taxed as.
earned. Annuity benefits and life insurance benefits, which accrue prior to the death of the policyholder, are
generally not taxable until paid. Life insurance death benefits are generally exempt from income tax. Also,
benefits received on immediate annuities (other than structured settlements) -are recognized as taxable
income ratably, as opposed to the methods used for some other investments which tend to accelerate taxable
income into earlier years. The tax advantage for annuities and life -insurance is provided in the Internal
Revenue Code (the “Code”), and is generally followed in all, states -and other -United - States taxing
jurisdictions. In addition, the interest paid on home equity and home improvement loans by customers of
Conseco Finance are generally tax deductible for individuals who itemize their tax deductions. -
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Recently, Congress enacted legislation to lower marginal tax rates, reduce the federal estate tax gradually
over a ten-year period, with total elimination of the federal estate tax in 2010, and increase contributions that
may be made to individual retirement accounts and 401 (k) accounts. While these tax law changes will sunset
at the beginning of 2011 absent future congressional action, they could in the interim diminish the appeal of
our annuity and life insurance products. Additionally, Congress has considered, from time to time, other
possible changes to the U.S. tax laws, including elimination of the tax deferral on the accretion of value within
certain annuities and life insurance products. Tt is possible that further tax legislation will be enacted which
would contain provisions with possible adverse effects on our annuity and life insurance products.

Our insurance company subsidiaries are taxed under the life insurance company provisions of the Code.
Provisions in the Code require a portion of the expenses incurred in selling insurance products to be deducted
over a period of years, as opposed to immediate deduction in the year incurred. This provision increases the tax
for statutory accounting purposes, which reduces statutory earnings and surplus and, accordingly, decreases
the amount of cash dividends that may be paid by the life insurance sub51d1ar1es

In certain securitization transactions, Conseco Finance utilizes a special tax structure referred to as a
Real Estate Mortgage Investment Conduit (“REMIC”™). When this tax structure is used, the Company is
required to account for the transfer of the finance receivables into the securitization trust as a sale (although
for GAAP reporting purposes such transfers are. accounted for as collateralized borrowings). Additionally,
since the Company retains the residual interests of the REMIC, the REMIC tax rules require the Company to
pdy a minimum amount of tax each year based on the taxable income of the retained residual interest.

At December 31, 2001, Conseco had net federal income tax loss carryforwards of $1,176.3 million
available (subject to various statutory restrictions) for use on future tax returns. These carryforwards will
expire as follows: $2.4 million in 2003; $11.2 million in 2004, $4.9 million in 2005; $.7 million in 2006; $7.9
million in"2007; $7.5 million in 2008; $10.5 million in 2009; $4.6 million in 2010; $5.7 million in 2011; $10.1
million in 2012; $43.9 million in 2013; $6.9 million in 2014; $144.7 million in 2016; $24.0 million in 2017;
$242.0 million in 2018; $159.1 million in 2019; and $490.2 million in 2020. The following restrictions exist'
with respect to the utilization of portions of the loss carryforwards: (i) $142.8 million attributable to certain
acquired companies, may be used only to offset. the taxable income of those companies; and
(ii) $1,033.5 million is available to offset. income from certain life insurance subsidiaries, our finance
subsidiaries and other non-life insurance subsidiaries. We believe that the Company will be able to fully utilize
the net federal income tax loss carryforwards before they expire. None of the carryforwards is available to
reduce the future tax -provision for financial reporting purposes.

No valuation allowance has been established since it is more likely than not that the. Company will obtam
full benefit of all deferred income tax assets based on our evaluanon of the Company’s antlclpated future
taxable income,

ITEM 2. PROPERTIES.

Headquarters. Our headquarters is located on a 172-acre corporate ‘campus in Carmel, Indiana;
immediately north of Indlanapohs The 11 buildings on the campus contain approximately 919,000 square feet -
of space and’ house Conseco’s executwe oﬂices and certam administrative operatlons of its subsidiaries.

- Insurance operations. Qur professmnal xmdependent producer distribution channel operations are
administered from our Carmel, Indiana headquarters. Qur career agent operations are primarily administered-
from a single facility of 300,000 square feet in downtown Chicago, Illinois, leased under an agreement having a
remaining life of seven years. We also lease approximately- 130,000 square feet of warehouse space in a second
Chicago facility; this lease has a remaining life of approximately 18 months. Conseco owns an office building
(currently listed for sale) in Kokomo, Indiana (93,000 square feet), and two office buildings (currently listed.
for sale) in Rockford, Illinois (total-of 169,000 square feet), which serve as administrative centers for portions
of our insurance operations: Conseco owns-one office building in Philadelphia, Pennsylvania (127,000 square
feet), which serves as the administrative center for our direct response life insurance operations; approximately
60 percent of this space is occupied by the Company, with the remainder leased to tenants. Conseco also
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leases 231 sales offices in various states totaling approximately 503,750 square feet; these leases are short-term
in length, with remaining lease terms ranging from one to six years.

; 'Fmanée operations. Our finance operations are headquartered in St. Paul, Mlnnesota in a building
owned by ‘the Company (120,000 square feet of which are occupied by the Company) ‘We lease additional
space in downtown St. Paul (185,000 square feet), which is used by our mortgage services and pnvate credit -
card divisions. We own a building in Rapid City, South Dakota (137,000 square feet), which is used by our
manufactured housing services units. We also lease office space in Rapid City (75,000 square feet) which is
used by our private label credit card and retail bank servicing units. We also lease buildings in Tempe, Arizona
(200,000 square feet) and Atlanta, Georgia (96,000 square feet) which serve as collection and service centers.
Our finance operations lease 33 regional manufactured housing division ofﬁces‘and 128 mortgage services
branch offices across the United States; the lease terms generally range from three to five years

India operations. Our subsidiary in India (which specializes in customer service and backroorn-
outsourcing for our insurance and ﬁnance operations and third party clients) currently has two operational
buildings in Noida, India, and one more under constructlon in Noida. One building has approximately 40,000
square feet, and the second building has apprommately 42,000 square feet The building under constructlon is
expected to contain approx1mately 68,000 square feet

ITEM 3. LEGAL PROCEEDINGS

We and our subsidiaries are involved on an ongoing basis in lawsuits (including purported class actions)
relating to our operations, including with respect to sales practices, and we and current and former officers and
directors are defendants in pending class action lawsuits asserting claims under the securities laws and
derivative lawsuits. The ultimate outcome of these lawsuits cannot be predicted with certainty.

. Conseco Finance was served with various related lawsuits filed in the United States District Court for the
Dlstnct of Minnesota. These lawsuits were generally filed as purported class actions on behalf of persons or
entities who purchased common stock or options to purchase common stock of Conseco Finance during
alleged class periods that generally run from July 1995 to January 1998. One action (Florida State Board of
Admin. v. Green Tree Financial Corp., et. al, Case No. 98-1162) was brought not on behalf of a class, but by
the Florida State Board of Administration, which invests and reinvests retirement funds for the benefit of state
employees. In addition to Conseco Finance, certain current and former officers and directors of Conseco
Finance are named. as defendants in one or more of the lawsuits. Conseco Finance and other defendants
obtained an order consolidating the lawsuits seeking class action status into two actions, one of which pertains
to a purported class of common stockholders (In te Green Tree Financial Corp. Stock Litig.,, Case
No. 97-2666) and the other of which pertains to a purported class .of stock option traders (In re Green Tree
Financial Corp. Options Litig., Case No. 97-2679). Plaintiffs in the lawsuits assert claims under Sec-
tions 10(b) (and Rule 10b-5 promulgated thereunder) and 20(a) of the Securities Exchange Act of 1934, In
each case, plaintiffs .allege that Conseco Finance and the other defendants violated federal securities laws by,
among other things, making false and misleading statements about the current state and future prospects of
Conseco Finance (particularly with respect to prepayment assumptions and performance -of certain loan
portfolios of Conseco Finance) which allegedly rendered Conseco Finance’s financial statements false -and
misleading. On August 24, 1999, the United States .District ‘Court for the Distri¢t of- Minnesota issued an
order dismissing with prejudice all claims alleged iin the lawsuits. The plaintiffs. subsequently appealed the
decision to the U.S. Court of Appeals for the 8th Circuit. A three judge panel issued. an opinion:on
October 25, 2001, reversing the United States District Court’s dismissal order and remanding the actions to
the United States District Court. Pretrial dlscovery is expected to commence in all three lawsuits’ approxi-
mately in April 2002. The Company believes that the lawsuits are without merit and intends to continue to
defend them v1gorously The ultlmate outcome of these lawsuits cannot be predicted w1th certalnty

A total of forty-five suits were filed in 2000 against the Comipany in the United States District Court for
the Southern District of Indiana. Nineteen of these cases were, putative class-actions-on behalf of persons or
entities that purchased the Company’s common stock during alleged class periods that generally run from
April 1999 through April 2000. Two cases were putative class actions on behalf of persons or entities that
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purchased the Company’s bonds during the same alleged class periods. Three cases were putative clags actions
on behalf of persons or entities that purchased or sold option contracts, not issued by the Company, on the
Company’s common stock during the same alleged class periods. One case was a putative class action on
behalf of persons or entities that purchased the Company’s “FELINE PRIDES” convertible preferred stock
instruments during the same alleged class periods. With four exceptions, in each of these twenty-five cases two
" former officers/directors of the Company were named as defendants. In each case, the plaintiffs assert claims
under Sections 10(b) (and Rule 10b-5 promulgated thereunder) and 20(a) of the Securities Exchange Act of
1934. In each case, plaintiffs allege that the Company and the individual deféndants violated the federal
securities laws by, among other things, making false and misléading statements about the current state and
future prospects of Conseco Finance (particularly with respect to performance of certain loan portfolios of
Conseco Finance) which allegedly rendered the Company’s financial statements false and mlsleadmg The
Company believes that these lawsuits are without merit and intends to defend them vigorously. The ultimate
outcome of these lawsuits cannot be predicted with certainty. -

Eleven of the cases in the United States District Court for the Southern District of Indiana were filed as
purported class actions on behalf of persons or entities that purchased preferred securities issued by various
Conseco Financing Trusts, including Conseco Financing Trust V, Conseco Financing Trust VI, and Conseco
Financing Trust VII. Each of these complaints named as defendants the Company, the relevant trust (with
two exceptions), two former officers/directors of the Company, and underwriters for the particular issuance
(with one exception). One complaint also named an officer and all of the Company’s directors at the time of
issuance of the preferred securities by Conseco Financing Trust VIL. In each case, plaintiffs asserted claims
under Section 11 and Section 15 of the Securities Act of 1933, and eight complaints also asserted claims under
Section 12(a)(2) of that Act. Two complaints also asserted claims under Sections 10(b) and 20(a) of the
Securities Exchange Act of 1934, and one complaint also asserted a claim under Section 10(b) of that Act. In
each case, plaintiffs alleged that the defendants violated the federal securities laws by, among other things,
making false and misleading statements in Prospectuses and/or Registration Statements related to the
issuance of preferred securities by the Trust involved regarding the current state and future prospects’ of
Conseco- Finance (partlcularly with respect to performance of certair loan portfolios of Conseco Fmance)
whlch allegedly rendered the disclosure documents false and misleading. ‘

A]l of the Conseco, Inc. securities cases have been consohdated into one case in the United States
District Court for the Southern District of Indiana, captioned: “In Re Conseco, Inc. Securities Litigation”,
Case number- IP00-C585-Y/S. An amended complaint was-filed on January 12, 2001, which asserts claims:
under Sections 10(b)- and 20(a) of the Securities Exchange Act of 1934, and Sections 11, 12(a)(2), and 15
of the Securities Act of 1933, with respect to common stock and various other securities issued by the
Company and Conseco Financing Trust VII. The Company filed a motion to dismiss the amended complaint
on'April 27, 2001. On January 10, 2002, the Company entered into a Memorandum of Understanding (the
“MOQU™) to settle the consolidated securities cases that are pending in the United- States District Court for
the Southern District of Indiana for $120 million subject. to court approval. Under the MOU, as-amended on
February 12, 2002, $106 million was required to_be placed in. escrow by March 8, 2002; the remaining $14
million was to be paid in two-installments: $6 million by April 1, 2002, and $8 million by October 1, 2002. (all
payments with interest from January 235, 2002). The $106 million due on March 8, 2002, was not paid, for
reasons set forth in the following paragraph, and the MOU has expired by its terms. Accordingly, and unless
we afe able-to revive the settlement, the Company intends-to defend the securities lawsuit v1gorously The
ultimate outcome cannot be predicted with certainty. ‘

Wc mamtamed certam dlrectors and officers’ hab111ty insurance that was 1nforcc at the time the Ind1ana
securities and’ derivative litigation (the derivative litigation is described below) was commenced and, in our
view, applies to the. claims asserted in that litigation. The-insurers denied coverage for those claims, so we
commenced a lawsuit against them on June 13, 2001, in Marion County Circuit Court in Indianapolis, Indiana
(Conseco, Inc., et. al. v. National Union Fire Insurance Company of Pittsburgh, PA., Royal Insurance
Company of America, Westchester Fire Insurance Company, RLI Insurance, Greenwich Insurance Company
and Certain Underwriters at Lloyd’s of London, Case No. 49C010106CP001467) seeking, among ‘other
things, .a judicial declaration -that coverage for those claims exists. The primary insurance carrier, National
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Union Fire Insurance Co. of Pittsburgh, PA, has paid its full $10 million in policy proceeds téward the
settlement of the securities litigation; in return, National Union has been released from the coverage litigation
pending in state court in Marion County, Indiana. The first excess insurance ‘carrier, Royal Insurance
Company (“Royal”), placed its full $15 million in policy proceeds into an escrow under Royal’s control, but
reserved rights to continue to litigate coverage and imposed an unacceptable condition on releasing the funds.
The second excess insurance carrier, Westchester Fire Insurance Company, committed to pay its full $15
million in policy’ proceeds toward the settlement without a reservation of rights, on condition that certam
impairments to its subrogation rights be removed from the MOU. The third excess insurance carrier, RLI
Insurarice Company (“RLI”), committed to pay its full $10 million in policy proceeds toward the settlement
subject to a reservation of rights, and on condition that Conseco give RLI any secunty for its reservation of
rights that Conseco gives to Royal. The fourth excess insurance carrier, Greenwich Insurance Company,
committed to pay its full $25 million in policy proceeds toward the settlement w1thout a reservation of rights.
In addition, the funding commitments of Westchester, RLI and Greenwich were.conditioned on each of the
excess carriers below them paying their respecuve policy limits in full toward the settlement The final excess
carrier,- Certaln Underwriters at Lloyd’s of London, refused to pay or to escrow its $25.million-in policy
proceeds toward the settlement, although it has advised the Company that it is continuing to investigate the
Company’s claim. There can be no assurance that the insurance carriers, other than the primary carrier, will in
fact pay their policy proceeds toward the setilement even if the case could still be settled on the terms
reflected in the MOU. Because they did not do so by March 8, 2002, the MOU described-in the immediately
preceding paragraph expired. Should the settlement embodied in the MOU be lost, there can be no assurance
that the securities litigation can be resolved for $120 million, and the Company will proceed with its coverage
litigation in Marion County, Indiana, against those carriers that caused the settlement to terminate. We intend
to pursue our coverage rights vigorously. However, the ultimate outcome-cannot be predicted with certainty.

< Nine shareholder derivative suits were filed in 2000 in the United States District Court for the:Southern
District of Indiana. The complaints named: as defendants the current directors, certain former directors,
certain non-director officers of the Company (in one case), and, alleging aiding and abetting liability, certain.
banks that allegedly made .loans in relation to the Company’s “Stock Purchase Plan”. (in three cases). The
Company is also named as a nominal defendant in each complaint.-Plaintiffs allege that the defendants:
breached their fiduciary duties by,.among other things, intentionally disseminating false and misleading
statements concerning the acquisition, performance and proposed sale of Conseco Finance, and engaged in
corporate waste by causing the Company to guarantee loans that certain officers, directors and key employees
of the Company used -to purchase stock under the Stock Purchase Plan..These cases have now been
consolidated into one case in.the United States District Court for the Southern District of Indiana, captioned:
“In Re"Conseco, Inc. Derivative Litigation”, Case Number IP00655-C-Y/S. An amended complaint was
filed on April 12, 2001, making generally the same allegations and allegations of violation of the Federal
Reserve Board’s margin rules. Three similar cases have been filed in the Hamilton County Superior Court in
Indiana. Schweitzer v. Hilbert, et al., Case No. 29D01-0004CP251; Evans v. Hilbert, et al.,, Case
No. 29D01-0005CP308 (both Schweitzer and Evans name as defendants certain non-director officers); Gintel
v. Hilbert, et al., Case No.-29003-0006CP393 (naming as defendants, and alléging aiding and abetting liability
as to, banks that allegedly made loans in relation to the Stock Purchase Plan). The cases filed in- Hamilton
County have been stayed pending resolution of the derivative suits filed in the United States District Court.:
The Company believes that these lawsuits are without merit and intends to defend them vigorously. The
ultlmate outcome of these lawsuits cannot be predicted with certainty.

Conseco Finance i is a defendant in two arbitration proceedings in South Carolina ( Lackey v. Green Tree
Financial Corporation; n/k/a Conseco Finance Corp. and Bazzle v. Green Tree Financial Corporation, n/k/a
Conseco. Finance Corp.] where the arbitrator, over Conseco Finance’s objection, allowed the. plaintiffs to
pursue purported class action claims in.arbitration. The two purported arbitration classes consist of South
Carolina residents- who obtained real estate secured. credit from Conseco Finance’s Manufactured. Housing
Division (Lackey) and Home Improvement Division (Bazzle) in the early and mid 1990s, and did not receive
a South Carolina specific disclosure form relating to selection of attorneys and insurance agents in connection
with the credit transactions. The arbitrator, in separate awards issued on July 24, 2000, awarded a total of
$26.8 million in penalties and attorneys’ fees. The awards were confirmed as judgments in both Lackey and
Bazzle. These cases have been consolidated into one case and are currently on appeal before the South
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Carolina Supreme Court. Oral argument was heard on March 21, 2002. Conseco Finance has posted appellate
bonds, including -$20 million of .cash, for these cases. Conseco Finance intends to vigorously challenge the
awards -and believes that the:arbitrator erred by, among other things, conducting class- action arbitrations
without the authority to do so and misapplying South Carolina law when awarding the penaltles The ultimate
outcome of this proceeding cannot be predicted with certamty

On January 15 2002 Carmel Frfth LLC (“Carmel”), an indirect, wholly owned subsrdlary of the
Company, exercised its rights, pursuant to the Limited Liability Company Agreement of 767 LLC, to requrre
767 Manager, LLC' (“Manager”), an affiliate of Donald J. Trump, to elect within 60 days, either to acquire
~ Carmel’s interests in 767 LLC for $499.4 million, or sell its interests in 767 LLC to Carmel for $15.6 million
(the “Buy/Sell Right”). 767 LLC is a Delaware limited habrhty company that owns the General Motors
Building, a 50- story office building in New York, New York. 767 LLC is owned by Carmel and Manager On
February 6, 2002, Mr. Trump commenced a civil action against the Company, Carmel and 767 LLC in New
York State Supreme Court, entitled Donald J. Trump v. Conseco, Inc, et al. Plaintiff claims that the
Company and Carmel breached an agreement, dated July 3, 2001, to sell Carmel’s interests to-plaintiff for
$295 million on or before September 15, 2001 (the “July 3rd Agreement”). Specifically, plaintiff claims that
the Company and Carmel- improperly refused to ‘accept a reasonable guaranty of plaintif’s payment
obligations, refused to complete the sale of Carmel’s interest before -the September 15, 2001 deadline,
repudiated an oral promise to éxtend the September 15 deadline indefinitely and repudiated the July 3rd
Agreement by exercising Carmel’s Buy/Sell-Right. Plaintiff asserts claims for breach of contract, breach of
the implied covenarit of good faith and fair dealing, promissory estoppel, unjust enrichment and breach of
fiduciary duty. Plaintiff is seeking compensatory and punitive damages of approximately ‘$1 billion and
declaratory and injunctive-relief blocking Carmel’s Buy/Sell Right. The Company believes that this lawsuit is
without ment and intends to defend it vigorously. .

We-have received a claim from the heirs of a former officer, Lawrence Inlow, asserting that unvested
options to purchase 756,248 shares of our common stock should have been vested at-Mr. Inlow’s death. If such
options had been vested, the heirs claim that the options would have been exercised, and the resulting shares
of common stock would have. been sold for a gain of approximately $30 million based upon- a stock price‘of
$58.125 per share, the -highest stock:price during the alleged exercise period of the options. We believe the
clalm of the heirs is w1thout ment If the herrs proceed wrth their claim, we will defend 1t v1gor0usly '

. On March 27 2002 seven holders of our bank debt ﬁled a 1awsu1t in the United States Dlstrlct Court for
the Northern District -of Illinois (AG Capital Funding Partners LP, et al. v. Conseco, Inc., Case
No. 02€2236). On March. 20, 2002, we amended our credit facilitiesto provide, in part, that in the event of
certain asset. sales, we are not obligated to prepay amounts borrowed under the credit agreement until we have
received in excess of $352 million of net proceeds from those sales, The holders assert that 100% of the holders
of the bank debt must vote in favor of an amendment of the provisions relating to the triggering of mandatory
prepayments. We -believe that the amendment of the mandatory prepayment provisions of the credit
agreement complied with the terms of the credit agreement, and we believe this lawsuit.is without merit and
intend to defend this lawsuit vigorously. The ultimate outcome of these proceedings cannot be predicted with.
certainty. Except with respect to the mandatory prepayment. provisions of the credit agréement, this lawsnuit,
does not challenge any other portion -of the March 20, 2002 dmendment to the credit agreement. .

In addition, the Company and its subsidiaries are involved on an ongoing basis in other lawsuits
(including purported class actions) related to their operations. These actions include a purported nationwide
class action regarding the marketing, sale- and renewal of home health care and long term care insurance
policies that has been settled (along with two related :California-only purported class actions) pending final
approval .by the court, one action brought by the Texas Attorney General regarding long term care policies,
three purported nationwide class actions involving claims related to “vanishing premiums,” and two purported
nationwide class actions involving claims related to “modal premiums” (the alleged imposition and ‘collection
of insurance premium surcharges in excess of stated annual premiums). The ultimate outcome of all of these
other legal matters pending against the Company or its subsidiaries cannot be predicted, and, although such
lawsuits are not expected to individually have a material adverse effect on the Company, such lawsuits could
have, in the aggregate, a material adverse effect on the Company s consolidated financial condition, cash flows
or results of operations. - : ’
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JTEM 4. SUBMISSION OF MATTERS TO A VOTE -OF SECURITY HOLDERS.

None.

Optional Item. Executive Officers of the Registrant.

Officer Name and Age (a)

Gary C. Wendt, 60 2000

William J. Shea, 54................... L. 2001
David K. Herzog, 46 ................ e - .2000
James S. Adams, 42 ... o o, 1997
MaxwellE Bubhtz,46.......,.......“ ...... 1998
David Gubbay, 49 .. SO I ool 12001

Since

Positions with Consece, Principal
Occupatlon and Business Expenence(b)

Slnce June 2000 Chairman and Chref ,
Executive Officer of Conseco; from 1999 to .
2000, associated with, Global Opportunity
Advisors (a private equity investment fund);
from 1986 to 1998, Chairman and Chief
Executive Officer of GE Capital Services; from -
1984 to 1986, President and Chief Operations
Officer of GE Credit Corp.

- Since September 2001, President and Chief

Operating Officer of Conseco. Since March 6,
2002, acting Chief Financial Officer of Conseco.
From 1998 to 2001, Chairman of the Board of
Demoulas Supermarkets, Inc.; from 1999 to
2000, CEO of View Tech, Inc. (integrated
videoconferencing); and from 1993, to 1998,
Vice Chairman and Chief Financial Officer of-
BankBoston Corporation. '

. Since September 2000, Executive Vice

President, General Counsel and Secretary of

. Conseco; from 1980 to 2000, attorney with .-
Baker & Daniels (law firm).

Since 1997, Senior Vice President, Chief N
Accounting Officer and Treasurer of Conseco;
from 1989 to present, Senior Vice President and

- Treasurer of various Conseco subsidiaries.

Since 1998, Senior Vice President, Investments
of Conseco; from 1994 to present, President and
Chief Executive Officer of Conseco Capital

" Management, Inc., a subsidiary of Cénseco.

Since March 2001, Executive Vice President-
Strategic Businéss Development of Conseco;
from 1999 to 2000, Executive-Vice President-
Operations for Norwegian Cruise Line Ltd.;

‘from 1997 to 1998, Senior Vice President-

. Corporate Development/ Mergers ‘and

" Acquisitions for Fortis, Inc.; from 1989 to 1996
_ Chairman and Chief Executlve Oﬂicer of .

Whlteh all Group

(a) The executive: oﬁicers serve as such at the discretion of the Board of Dlrectors and are elected annually.

(b) Business experlence is given for at least the last five years.




PARTII " -

ITEM 5. MARKET FOR REGISTRANT’S COMMON STOCK AND RELATED STOCKHOLDER
MATTERS.

MARKET INFORMATION

The common stock of Conseco (trading symbol-“CNC”) has been listed for trading on the New York
Stock Exchange (the “N'YSE”) since 1986. The following table sets forth the quarterly dividerids paid per
share -and the ranges of high and low sales prlces per share on the NYSE for the last two fiscal years, based
upon mformatlon supphed by the NYSE. =

. . . - . Market price Dividend

Period” - : . - 5 o High Low paid
2000 ' ,

First Quarter .. ... P P e $18.50 $10.31 $.1500

Second Quarter .. 0. .......... e e P 10.81° 450 0500

Third Quarter.......... PO R 1169  7.00  .0500

Fourth Quarter. ....... PUURLTRR [ . 1338 494 0000
2001: a ' o ' ' ‘

First Quarter ... ...... P e ~$18.60 $11.69  $.0000

Second Quarter ................... i 20.20 13.05 .0000

Third Quarter. ... ... P PP 16.20 5.25 .0000

Fourth QUArter. . .. ...ovovee e e 7.40 2.51  .0000

The closing market price for:a share of our common stock on March 22, 2002 was $3.76. As of March 22,
2002, there were -approximately 166,100 holders of the outstanding shares of common stock, including
individual participants in securities ‘position Iistings.

1 DIVIDENDS

The Company does not antrcrpate declanng or paying dividends on its common stock in the foreseeable
future. : . S

We have pard all drstrrbutrons on our Company obhgated mandatorlly redeemable preferred securities of
subsrdlary trusts when due. We are prohrbrted from paying common stock dividends if such payments are not
current.. Certain Conseco financing agreements require the Company to maintain financial ratios which limit
our abrhty to pay dividends. Such financing agreements also restrict our ability to repurchase common stock..
Dividends on our Series F Preferred Stock are paid in additional shares of Series F Preferred Stock during
periods dividends on common stock are not paid.

Our ability to pay dlvrdends depends pnmanly on the receipt of cash dividends and other cash payments
from our finance and life i 1nsurance company subsidiaries. Our life insurance companies are organized under
state laws and are subject to regulanon by state insurance departments. These laws and regulations limit the
ability of insurance subsidiaries to make cash dividends, loans or advances to a holding company such as
Conseco. However, these laws generally permit the payment out of the subsidiary’s earned surplus, without
prior approval, of dividends for any 12-month period which in the aggregate do not exceed the greater of (or in
a few states, the lesser of): (i) the subsidiary’s prior year net. gain from operations; or (ii) 10 percent of surplus
attributable to policyholders at the pnor year- end both computed on the statutory basrs of accountrng
prescribed for insurance companies. _ :
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA (a).

Years ended December 31,
2001 . 2000° 1999 . 1998 - 1997

(Amounts in mllllons, except per.share data) .

STATEMENT OF OPERATIONS DATA - A . ‘ .
Insurance policy income ...................... $ 4,065.7 | $ 4220 3 $ 4,040.5 $ 3,948.8. $ 3,410.8

Gain on sale of finance receivables (b) .......... 269 7.5 550.6 745.0 779.0
Net investment income .......... e 3,794.9 039204 . 34114 .. 2,506.5 2,171.5
Net realized investment gains (losses) .......... (413.7) (358.3) (156.2) . 2082 ., 2665
Total revenues .............. e 3,108.1 8,296.4 83357 7,760.2 6,872.2
Interest expense: N ‘ ‘ , ’ ' o ‘
COrporate .. ...........coovueoon. R 369.6 438.4 249.1 182.2 109.4
Finance and investment borrowmgs ........... 1,239.6 1,014.7 ’ 312.6 258.3 - 2029
Total benefits and expenses.................... 8,527.5 79,658,2 - 7,184.8 . 6,7145 ~ 5,386.5

Income (loss) before income taxes, minority
interest, extraordinary gain (loss) and

cumulative effect of accounting change........ (419.4) (1,361.8) 1,150.9 -1,045.7 1,485.7
Extraordinary gain (loss) on extinguishment of ] ]

debt, net of income tax ..................... 17.2 (5.0) = TOR426) T T (6.9)
Cumulative effect of accountmg change, net of . - L ' S

INCOME TAX. . . ot i et e et iens — - 553 R —_ s -
Net income (loss) (C) ... viiiiii i n., T (405.9) (1,191.2) . 595.0 467.1 .. 866.4
Preferred stock dividends. . .................... 12.8 11.0 s 78 21.9
‘Net income (loss) applicable to common stock. . . (418.7) (1,202.2) - " 5935 T 4593  844.5
PER SHARE DATA (d) T T : i '
Net income (loss), basic...................... $ (124) $ (369) $ .183. § 147 % 272
Net income (loss), diluted .................... (1.24) (369 .. 1.79-° .. 1.40 . 2.52
Dividends declared per common share .......... — .100 . .580 S30 .00 313
Book value per common share outstanding....... 12.34 1195 15.50 16.37 - 16.45
Shares outstanding at year-end................. 344.7 325.3 3277 315.8 310.0
We1ghted average shares outstanding for diluted Co B

CAIMINES ..o v ittt et 338.1 o 326.0 3329 3327 . 3387
BALANCE SHEET DATA — PERIOD END .- ) T
Total investments .. ......... ... oo, $25,027.2 $25,017.6 $26,431.6 $26,073.0  $26,699.2
Goodwill ... oo i 3,695.4 3,800.8 39278 3,960.2  3,6934
TOtal 8SSELS . . v oottt . 61,3923 58,589.2° T 52,185.9 43,599.9 40,679.8
Notes payable and commercial paper: , . .

COTPOTALE . . v et et et e e 4,087.6 5,055.0 - 4,6242 3,809.9 2,354.9

Finance ....... ... o il i, 2,5279 . 28109 2,540.1 1,511.6 1,863.0

Related to securitized ﬁnance receivables

structured as collateralized borrowings ...... 14,4845 = 12,100.6 - - 4,641.8 — —

Total liabilities © oot 54,7248 -51,810.9° . 43,990.6 " 36,2294 34,082.0
Company-obligated mandatorily redeemable . ‘

preferred securities of subsidiary trusts ........ 1,914.5 2,403.9 2,639.1 - 2,096.9 1,383.9
Shareholders’ equity: . ...... ... i .. e 4,753.0 - - 4,3744 5,556.2 5,273.6 5,213.9.
OTHER FINANCIAL DATA (d) (e) o : .

Premium and asset accumulation product ’ ‘ '
collections (f) . ... $ 6,247.1 $ 7,158.6 3 6,986.0 -$ 60513 § 50756

Operating earnings (g) ....... e I . 218.0. 151.8 D7492 841.1 991.8
Managed finance receivables. . ............... .. 43,0023 46,5859 45,791.4 37,199.8 27,957.1
Total managed assets (at fairvalue) (h) ........ 94,5677 -~ 95,471.7 - ' 98,561.8 87,247 .4 70,259.8
Shareholders’ equity, excluding accumulated other o R ot ST
comprehensive income (loss) ................ 5,192.0 5,025.4 6,327.8 5,302.0 5,013.3

Book value per common share dutstanding,
excluding accumulated other comprehensive . ‘ : . v
income (loss) ....... O 13.6L - 1395 <1785~ 1646 . . 15.80

Delinquencies greater than 60 days as a - o _ S o »
percentage of managed finance receivables . .. . . 2.10% 1.76%‘»' - 1.42% SO LI9% . 1.08%

Net credit losses as a percentage of average
managed finance receivables ... .. .. R 2.41% 1.79% - 1.31% 1.03% " 1.05%
. o : ; .




(a)

Comparison of selected suppleme‘ntal consolidated financial data in the table above is 'signiﬁcantly

affected by the following “business combinations accounted for as purchases: Washington National

Corporation' (éffective December 1, 1997); Colonial Penn Life Insurance Company and Providential Life
Insurance Company (September 30, 1997); Pioneer Financial Services, Inc. (April 1, 1997); and Capitol
American Financial Corporation (January 1, 1997). All financial data have been restated to glve-

- retroactwe eﬁect to the merger with Conseco Finance accounted for as a poohng of interests.

(b)

(©

Subsequent to September 8, 1999, we-no longer structure the secuntlzanons of the loans we originate in a
manner that results in gain-on-sale révenues. After that date, the gains we recognize are generally related

to the sale of the entire loan (with no interests retained by the Company). For more information on this

change, see “Management’s Discussion and Analysis of Consolidated F1nanc1al Cond1t1on and Results of
Operatlons — Finance Segment — General ”
Net income (loss) inclides the followmg

2001 2000 - 1999 .. 1998 1997
(Dollars in millions) ‘ :

. Net investment gains (losses), net of

income tax and other items .. . ........ $(242.8)  $(198.1) ~ $(111.9) $(32.8) § 44l

lmpairnient charge, net of income tax .....  (250.4) (324.9) (349.2)  (355.8) (117.8)
" Special charges and additional amor'tization, o o o
~ net of income tax ...... TR (123.5)  (5349) . — (148.0). = —.
Gain on sale of interest in riverboat, net of B
INCOMEAAX « et v ienn - 122.6 — _ — -
Provision for losses related to loan o _ ' R
guarantees, net of income tax .......... (110.2) (150.0). * (11.9) - “ — =

i -3 Venture capital income (loss), net of .

expenses and taxes ................... (15.2) (99.4) . . 170.0 -
‘Amounts related to discontinued businesses. . .. . , T
and other non- recumng items, net of

7 dncome tax ..l o (344) ‘13.6 147.3 205.2 (44.8)
_ Cumulative effect of accountmg change net )

of income tax. ... .. P = (55.3) - = -

. Extraordinary gain (loss) on extinguishment

of debt, net of income tax ......1...... 17.2 _ ‘(5.0) — (42.6) ‘ (6.9)

. Refer to “Management’s Discussion and Analysis. of Consolidated Financial Condition and Results of

(d)

©

:Operations” and the notes to the consolidated financial statements for additional dlSCUSSlOIl of the above
items. oo - a

ot

All share and per-share amounts have been restated to reflect the two for-one stock spllt pald on-
February 11, 1997.

Amounts under ‘this heading’ are mcluded to assist the reader in analyzmg the Company $ ﬁnanc1al

. position and results of operations. Such. amounts ‘are not intended to, and do not, represent insurance
._policy income, net income, shareholders’ equity or book value per share prepared in accordance with

()

generally accepted accountmg principles (“GAAP”)

Includes premiums received ‘from universal life products and products without mortality or nlorbidity risk.:

Such premiums are not reported as revenues under GAAP and were $2,267.2 million in 2001; $2,731.1

"+ million in 2000; $3,023.3 million if 1999; $2,585.7 million in-1998; and $2,099.4 million in 1997. Also
_ includes deposits in mutual funds totaling $468.7 million in 2001; $794.2 million in 2000; $479.3 million in

'1999; $87.1 million in 1998, and $19.9 million in 1997. Also includes premiums related to our

> discontinued major medical business, totaling:$737.1 million in 2001; $910.6 million in 2000; $855.7

million in 1999; $878.2 million in 1998; and $744.0 million in 1997,
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{(g): Represents net income excluding:the items described in note (c¢) above. See our description of the criteria
we use to identify the items excluded from operating earnings in “Management’s Discussion and Analysis
of Consolidated Financial Condition and Results of Operations.”

(h) Includes: (i) all of the Company’s assets; (ii) the total finance receivables managed by Conseco Finance
. applicable to the holders of asset-backed securities sold by Conseco Finance in securitizations structured
in a manner that resulted in gain-on-sale revenue (adjusted for the interests retained by the Company);
and (111) the total market value of the investment portfolios managed by the Company for others of $8.3
billion, $7.2 billion, $11. 4 billion, $11.2 billion and $5.1"billion at December 31, 2001, 2000, 1999, 1998
and 1997, respectively.

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF CONSOLIDATED FINAN CIAL
CONDITION AND RESULTS OF OPERATIONS. :

In this section, we review the consolidated financial 'condition of Conseco at December 31, 2001 and
2000, the consolidated results of operations for'the’ three years ‘ended December 31, 2001, and where
appropriate, factors that may affect future financial performance. Please read this discussion in conjunction
W1th the accompanying consolidated financial statements, notes and selected consolidated financial data.

All statements, trend analyses and other information contdined in thrs report and elsewhere (such as in
ﬁllngs by Cornseco with the Securities and Exchange Commission, press releases presentations by Conseco or
its management or oral’ statements) relative to markets for Consecos products’ and trends in Conseco’ s
operatlons or financial results, as well as other statements including words such as “anticipate,” “believe,”

“plan,” “estimate,”” “expect,” “project,” “mtend ” “may,” “will,” “would, i’ “contemplate ” “pos51ble,
“attempts,” “seeks,” “should,” “could,” “goal ” “target,” “on track » “comfortable with,” “optimistic” and
other similar expressions, constitute forward- lookmg statements under the Private Securities Litigation
Reforim Act of 1995. Forward-looking 'statements are subject to known and unknown risks, uncertainties and
other factors which may caise actual results, performance or achievements to be materially different from the
future results, performance or achievements expressed or implied by the forward-looking statements.
Assumptions and other important factors that could cause our actual results to differ materially from those
anticipated in our forward-looking statements include; among other things: (i) general economic conditions
and other factors, including prevailing interest rate-levels, stock and-credit market performance and health
care inflation, which may affect (among other things) Conseco’s ability to-sell its products, its ability to make
loans and access capital tesources and the costs associated therewith, the market value of Conseco’s
investments, the lapse rate and profitability of policies, and the level -of defaults and prepayments of loans
made by Conseco; (ii) Conseco’s abilityto achieve anticipated synergies and levels of operational efficiencies,
including from our process excellence initiatives; - (iii) customer response to new products, distribution
channels and marketing initiatives; (iv) mortality, morbidity, usage of health care services and other factors
which may affect the profitability of Conseco’s insurance products; (v) performance of our investments;
(vi) changes in the Federal income tax laws and regulations which may affect the relative tax advantages of
some of Conseco’s products (vil) increasing compet1t10n in the sale of insurance and -annuities and in the
finance business; (viii) regulatory changes or actions, including those’ relatmg to regulation of financial
services affecting (among other thmgs) bank sales and underwriting of insurance products regulation of the
sale, underwrmng and pricing of products, and health care regulatlon affecting health insurance products;
(ix) the outcome of Conseco’s efforts to sell assets and reduce refinance or modify indebtedness and the
availability and cost of capital in connection with this process; (x) actions by rating agencies and the effects of
past or future actions by these agencies on Conseco’s business; (xi) the ultimate outcome of Jawsuits filed
against Conseco; and (xii) the risk factors or uncertainties listed from time to t1me in Conseco’s filings with
the Securities and Exchange Commrssmn Other factors and assumptions not 1dent1ﬁed above are also relevant
to the forward-looking ‘statements, and if they prove lncorrect _could also cause actual results to differ
matenally from those pro;ected '

LR Y & LR RT3

All Wntten ot oral forward-looking statements attnbutable to us are expressly quahﬁed in their ent1rety by
the foregoing cautionary statement. Our forward-looking statements speak only as of the date made. We
assume no- obligation to update or to publicly announce the results of any revisions to any of the forward-
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looking statements to reflect actual results, future events or developments changes in assumptlons ‘or changes
in.other factors affecting the forward- looklng statements. -

Consoltdated results and analyszs ) . -‘ . , P

 The net loss applicable to commbon stock of $418 7 million in 2001, or $l 24 per diluted share, included
the " following ‘amounts, all ‘presented net of tax:' (i) met- investment losses (net of related * costs” and
amortrzanon) of $242.8 million, or 72 cents per share; (ii)*a loss of $15.2 million; or 4 cents per share related
- t0-our venturecapital investment in TeleCorp PCS, Inc’ (“TeleCorp™); (iii) -the gain®on the sale of our
interest in a riverboat of $122.6 million, or 36 cents per share; (iv) an impairment charge of $250.4 million, or
- 74 cents per share, related to the Company’s interest-only securities and servicing rights; (v) the prov1sron for
loss of $110.2 million, or 33 cents-per share, related to the Company s"guarantee of bank loans to current and
former directors, officers and key employees to” purchase- shares of Conseco common stock; (vi) special
charges, amounts related to dlscontmued lines and other non-recurring i items of $157.9 million, or 46 cents per
share, as summarized in the notes to the consohdated financial statements and (vii) an extraordmary gain of
$l7 2 m1ll1on or 5 cents per share related to the early retlrement of debt

The net loss applicable to common stock of $1,202:2 million in 2000, or $3. 69 per dlluted share, 1ncluded
the following amounts, all presented net of tax: (i) net investment losses (net of related costs and
amortxzatlon) of $198.1 million, or 61 cents per ‘share; (i) an 1mpa1rment charge of $324. 9 million, or $l .00
per share, related to the Company’s interest-only securities and servicing Tights; (iii) special charges of $521.3
million, or $1.60 per share, as summanzed in the ‘notes to the consohdated financial statements; (iv) the
pr0v1s1on for loss of $150.0 million, or 46 cents per share, related to the Company s guarantee of bank loans
made to current and former directors, officers and key. employees to purchase. shares. of Conseco common
stock; (v) a loss of $99.4 million, or 31 cents per share, related to our venture capltal investment in TeleCorp,
(v1) the cumulative charge related to an accounting chinge of $55.3 million, or 17 cents per share, related to
new requlrements for the valuation of interest-only securities; and (vii) an extraordmary charge of $5 0
m1111on or 1 cent per share related to the early 1et1rement of debt '

- Net income applicable to common stock of $593.5 million in 1999 or $1. 79 per d1luted share 1ncluded
the following. amounts, all. presented net of. tax:- (i) net investment losses (net of related costs: and
amortization). of $111.9 million; or 34 cents per share; (ii) an impairment charge of $349.2 million, or $1.05
per share, to reduce the value of interest-only securities-and’ servicing rights; (iii) the provision for loss of
$11.9 million; or 3 cents per share, related to the Company’s guarantee of bank loans made to cufrent and
former directors, officers and key employees to purchase shares of Conseco common stock; (iv) ‘a gain of
$170.0 million, or 51 cents per share, related to our venture ‘capital investment in TeleCorp; and (v) the net
income of $147.3 million, or 44 cents per share, related to the discontinued.major medical business and other
non-recurring items. The-aforementioned special and impairment charges are explamed in more deta11 in the
notes to the .accompanying consolldated financial statements. . :

“'We evaluate performance and determme future earnings goals based on operatmg earmngs wh1ch we
deﬁne as income before: (i) net investment garns (losses) (less that portlon of amortization of cost of pohcles‘
purchased and cost of policies produced and income taxes relatmg to such gams (losses) ); (11) the venture
capital income (loss) ‘related to our 1nvestment in TeleCorp, (111) the gain on the sale of our 1nterest in a
riverboat; (iv) special items not related to the contmumg operatlons of our businesses (including 1mpa1rment
charges to reduce the value of interest-only securities and servicing r1ghts special charges and the provision for
losses related to loan guarantees) (v) the effect on ‘amortization of the cost of pohcres purchased and
produced of s1gn1ﬁcant changes in assumptions used to estimate future gross profits of i insurance busmesses
(vr) the net income (loss) related to. the dlscontmued major medical business; and (vii) the eﬁect of
accountmg changes and extraordinary gain (loss) on ext1ngu1shment of debt. The criteria used by manage-s
ment to identify the items excluded from operating earnings include whethér the item: (1) relates to other than
the continuing operations of our businesses; (i) is infrequent; (iii) is material to net income (loss);
(iv) results from restructuring activities; (v) results from ‘a. change in the regulatory environment; and/or
(vi) relates to'the sale of an investment or the change in estimated market value of -our venture capital
investments. The non-operating items which may ‘occur will vary from period to period and since these items
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are determined based on management’s discretion, inconsistencies in the application-of the criteria may exist.
Operating earnings are determined by adjusting GAAP net income for the above mentioned items. While
these items may be significant components in understanding and -assessing our consolidated financial
performance, we believe that the presentation of operating earnings enhances the understanding of our results
of operations by highlighting net income attributable to the normal, recurring operations of the business and by
excluding évents that materially distort trends in net income. However, operating earnrngs are not a- substrtute
for net income (loss) determined in accordance with GAAP ’

Results of operations by segment for the three years-ended December-31, 2001:

The following tables and narratives summanze our operating results by busmess segment

2001 2000 1999
_ (Dollars in millions)

Operating earnings from continuing operations before taxes and goold‘\yill :

amortization: - _
Insurance and fee-based segment operating earnings ............. $ 8432 § 8437 $1,187.6
Finance segment operatmg earnmgs N il 2 243.2 156.8 588.3
Subtotal ........... SOOI PR e .. 1,0864  1,0005 1,775.9
Holdmg company act1v1t1es B ) ] , - ‘ ' .
Corporate expenses, less charges to subsidiaries for services provided. . (200) - . (67.5) (64.4)
Interest and dividends, net of corporate investment income........... (549 0) . (651.8) (451.6)
", Allocation of net-interest to finance segment. . . .. S 6.5 -~ 126.9. 63.1
Operatmg earnings from contlnulng operatlons before taxes and :
goodwﬂl amortrzatron ......... e 5239 408.1 1,323.0
Taxes...... [ P R R (194.1) (150.6) _ (476.9)
" Operating earnings from continuing operations before goodwill o o
: S amortization .. ... 329.8 2575 846.1
Goodwill amortization. ... .. i o i e e . {111.8)- (105.7) (96.9)
Operating earnings from contmumg operations apphcable to : SR '
C 0 commoOn StOCK Lt e i .. 21800 151.8 749.2
Non-operating items, net of tax: - L _
Net realized losses.......c...ooooion... e [ . (242.8) (198.1) (111.9)
Venture capital income (loss) ........ e e e (15.2) (99.4) 170.0
Gain.on sale of interest in riverboat-..........;. ... oo il 1226 . — —
Impairment charge .......... ... i (250.4) (3249) (349.2)
Provision for losses related to loan guarantees ................... (110.2) {150.0) (11.9)
Special charges, discontinued lines and other non-recurring items . . (157.9) (521.3) - - 1473
Extraordinary gain (loss) on extinguishment of debt ............. 17.2 (5.0) —
: Cumulatrve effect of accounting change ........ e S — (55.3) —
Total non- operating items; net of tax ...... . e e (636.7_) (1,354.0) (155.7)
Net mcome (1oss) apphcable to common stock ................. oo 8 (418.7) $(1,202.2) § 593.5

CRITICAL ACCOUN TIN G POLICIES

The accountrng p011c1es described below require management to make significant estimates and
assumptions using information available at the time the estimates are made. Such estimates and assumptions.
significantly affect various reported amounts of assets and liabilities. Management has made estimates in the
past that we believed to be appropriate but were subsequently revised to reflect actual experience. If our future
experience differs materially from these estimates and assumptions, our results of operations and financial
condition could be affected. Accordingly, we consider them to be critical in preparing our consolidated
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financial ;statements. A more detailed description. of our accountmg pohc1es is mcluded in the notes to our.
consohdated ﬁnanc1al statements. ‘ » : .

Investments : SRR

At December 31 2001 the carrymg value of our mvestment portfolio was $25.0 brlhon The accountlng
risks associated with these assets relate to the recognition of income, our determination of other-than-
temporary impairments and our estimation of fair values.

We defer any fees received or costs incurred when we originate investments. We amortize -fees, costs,
discounts and premiums as yield adjustments over the contractual lives of the investments. We consider
anticipated prepayments on mortgage -backed’ securities in determmmg estimated future yields on such
securities.

When we séll a security (other than trading securities or venture Capital investments), we report the
difference between the sale proceeds and amortized cost (determined based on specific 1dent1ﬁcat1on) as an
mvestment garn or loss

We regularly evaluate all of our 1nvestments for poss1ble 1mpa1rment based on current economic
conditions, credit loss experience and other investee-specific developments. If there is a decline in a security’s
net realizable value that is other than temporary, the decline is recognized as a realized loss and the cost bas1s
of the security is reduced to 1ts estimated fair value.

Our evaluation of mvestments for 1mpa1rment requlres srgmﬁcant Judgments to be made mcludmg
(i).the identification of potentially impaired securities; (ii) the determination of their estimated fair value; and
(iii) assessment of whether any decline in estimated.fair value is other than temporary. If new .information
becomes available or the financial condition of the investee changes our judgments may change resulting in
the recogn1t1on of an investment loss at that time. At December 31, 2001, our accumulated other
comprehiensive loss included urirealized losses on 1nvestments of $816 mllhon we consrder all such dechnes in
est1mated fair Value to be temporary

- Estimated fair values for our investments are determined based on estimates from nanonally recogmzed-
pncmg services, broker-dealer market makers, and internally developed methods. Our internally developed
methods require us to make judgments about the security’s credit quality, liquidity and market spread.

We seek to closely match the estimated duration of our invested assets to the expected duration of our
liabilities. When the estimated durations of assets and liabilities are similar, exposure to interest rate risk is
minimized because a change in the value of assets should be largely offset by a change in the value of
liabilities. A mismatch of the durations of invested assets and liabilities could have a 51gn1ﬁcant 1mpact on our
results of operations and financial position. :

Interest-Only Securities

Interest-only securities represent the right to receive certain future cash flows from securitization
transactions structured prior to September 8, 1999, and totaled $141.7 million at December 31, 2001 Such
cash flows generally are equal to the value of the principal and interest to be “collected on the underlymg
financial contracts of each-securitization in excess of the sum of the principal and interest to be paid 6n thé
securities sold and contractual servicing fees, We carry interest-only securities at estimated fair value. We
determine fair value by discounting the projected cash flows over the expected life of the receivables sold using
current estimates of future prepayment, default, loss and interest rates. We record any unrealized gain or loss
determined to be temporary, net of tax, as a component of shareholders’ equity. Declines in value are
considered to be.other than temporary when: (i) the:fair value of the security is less than its carrying value;
and (ii) the timing and/or amount of cash expected to be received from the security has changed adversely
from the previous valuation. which determined the carrying -value of the. security. When.declines in value
considered. to be other than temporary occur, we reduce the amortized cost to estimated fair value and
recognize a.loss in the statement of operations. The assumptions used to determine new values are based on
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our internal evaluations and consultation with external adv1sors havmg significant experience in valuing these
securities. ‘

The determination of the value of our interest- -only securrtres requires s1gn1ﬁcant Judgment The
Company has recognized significant impairment charges when the 1nterest only securrtres did not perform as
well as anticipated based on our assumptions and expectations.

Our current valuation of interest-only securities may prove inaccurate in future periods. In the
securitizations to which these interest-only securities relate, our finance subsidiary has retained certain
contingent risks in the form of guarantees of certain lower rated securities issued by the securitization trusts.
As of December 31, 2001, the total amount of these guarantees was $1.5 billion. If we have to make more
payments on these guarantees than anticipated, or we expenence higher than anticipated rates of lodn
prepayments, including those due to foreclosures or charge- -offs, or any adverse changes in our ‘other
assumptions used for such valuation (such as interest rates and our loss mitigation policies), we could be
required to recognize additional impairment charges- (including potential payments related to $1.5 billion of
guararitees) which could have a'material adverse effect on our financial condition or results of operations. We
consider any estrmated payments rélated to these guarantees in the projected cash flows used to determine the
value of our interest- only securities.

Finance Receivables

At December 31, 2001, the balance of our finance receivables was $18.0 billion. This value is signiﬁcantly
affected by our assessment of the collectrblhty of the receivables, servrcmg actrons and the provision for credit
losses that we establish.

The prov1s1on for credit losses charged to expense is based upon an assessment of current and historical
loss_experience, loan portfolio trends, the value of collateral; prevailing economic and business conditions, and
other relevant factors. We reduce the carrying value of finance receivables to net realizable value at the earlier
of: (i) six months of contractual delinquency; or (11) when we take possesswn of the property securing the
finance receivable. Estimates of the provision are revised each penod and changes are recorded in the period
they become known. A srgnlﬁcant change in the level of collectible finance receivables would have a
srgmﬁcant adverse effect on our results of operatrons and ﬁnancral posmon in future penods

Cost of Policies Purchased and Cdst' of Policies Produced

At December 31, 2001, the combined’ balance of our cost of pohcles purchased and cost of policies
produced was $4.2 billion. The recovery of these costs is dependent on the future profitability of the related
business.

Each year, we evaluate the recoverability of the unamortized balance of the cost of policies purchased
and the cost of policies produced. We consider estimated future gross profits or future premiums, expected
mortality or morbidity, interest earned and credited rates, persistency and expenses in determining whether the
balance is recoverable. If we determine a portion of the unamortized balance is not recoverable 1t is charged
to amortization expense. :

The assumptions we use to amortize and evaluate the recoverability of the-cost of polici‘es produced and
cost of policies purchased involve significant judgment. A revision to these assumptions could have a
significant adverse effect on our results of operations and financial position in future periods..

Goodwill

At December 31, 2001, the balance of our goodwill was $3.7 billion. The recovery of this -asset is
dependent en the fair value.of the life insurance business to which it relates. (The acquisition of Conseco
Finance was accounted for as a pooling of interests: accordingly,. there is no .goodwill associated with our
finance segment). Under generally accepted accounting principles in effect through December 31, 2001, these
assets were generally amortized over a 40-year period, and were tested periodically to determine if they were
recoverable from projected undiscounted net cash flows from earnings of the subsidiaries over the remaining
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amortization period. Effective in 2002, goodwill will no longer be amortized but will be subject to annual (or
under certain circumstances more frequent) impairment tests based on the estimated fair value of the business
units which comprise our insurance segment. There are numerous assumptions and estimates underlying the
determmanon of the estimated fair value of, these businesses. Different valuation methods and assumptions
can produce significantly different results which could alTect the amount of any potential 1mpa1rment charge
that might be requrred to be recogmzed

The Company is currently evaluanng the carrymg value of goodwrll under the new 1mpa1rment test
eﬁ"ect1ve in 2002. We expect to record some level of impairment of goodwill in 2002 as a result of adopting this
standard; however, the amount of such 1mpa1rment which could be material, is unknown at this time and is
dependent upon the estimated fair market value of the insurance segment, which is currently in process. If we
determine that an impairment charge is necessary based on our initial test, the rules require that we recognize
the charge in the first quarter of 2002 (through restatement of first quarter results, if such impairment test is
completed subsequent to March 31, 2002, as permrtted by the transition provisions of the new rules).
Although this standard will increase the Company’s results of operations in the future due to the elimination of
goodwrll amortization from our statement of operations, any impairments would, result in a charge. See
“Consolidated Financial Condition” and the notes to our consolidated financial statements for- further
description of the new impairment test.

Income Taxes

Our i income tax expense 1ncludes deferred income taxes arising’ from temporary differences between the
ﬁnanc1al reporting and tax bases of assets and liabilities and net operating loss carryforwards. These amounts
are reflected in the balance of our income tax assets which totaled $678.1 million at December 31, 2001. In
assessmg the real1zat10n of ouf deferred i income tax assets,”we consider whether it is more likely than not that
the deferred income tax assets will be realized. The ultimate realization of our deferred income tax assets
depends upon generatmg future taxable income durmg the periods in which our temporary differences become
deductible and before our net’ operatmg loss carryforwards expire. We evaluate the recoverability of our
deferred mcome tax assets by assessing "the need for a valuation allowance on a quarterly basis. If we
detérmine that it is more likely than not that our deferred income tax assets will not be recovered, a valuatron
allowance will be established against some or all ‘of 6ur deferred income tax assets. This could have a
significant effect on our future results of" operat1ons and financial posrtlon

No valuation allowance has been prov1ded on our deferred income tax assets at December 31, 2001 as we
beheve it is more likely than not that all such assets will be realized. We reached this conclusion after
consrdenng the availability of taxable income in prior carryback years, tax planning strategies, and the
likelihood of future taxable income exclusive of reversing temporary differences and carryforwards. Differ-
ences. between forecasted and actual future operatmg results could adversely impact our ability. to realize our

deferred i 1ncome tax assets . : I .. K .

To utilize all of our net operatmg loss carryforwards before exprranon we would need to generate»
m1n1mum taxable income by group of:

. $201.4 million before 2016 in our insurance subsidiaries;

©'$142.8 mrlhon before 2018 in certam of ¢ our acqmred compames and

I

+ $832.1 mrllron before 2020 in our ﬁnance subsrdranes certain insurance subsidiaries and corporate
operations.

In recent years, we have had-losses before income. taxes for financial reporting purposes. -However, we
believe that existing levels of income. from-our continuing operations coupled with changes in our operations
that either have taken place or will take place are sufficient to generate the minimum -amounts of taxable
income set forth above -to’ utilize our net operating loss carryforwards before they expire. Such changes
include: (i) reduction in corporate obligations; (ii) various cost saving initiatives; (iii) transfer of certain:
customer service and backroom operations -to-our India subsidiary; (iv) the discontinuation of certain
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unprofitable businesses, such as major medical insurance; and (v) other changes in an effort to increase the
efficiency of our business operations.

The following chart reconciles our income (loss) before taxes for ﬁnanc1al statement purposes to our
taxable income (loss) for income tax purposes: ‘ ‘
2001 - 2000 1999
(Dollars in millions)

Income (loss) before income taxes, minority interest,
extraordinary gain (loss) and cumulative effect of accounting

change ... ... $(419.4) $(1,361.8) $1,150.9
Adjustments to determine taxable income: ‘ B
Net investment income — finance segment assets .......... (37.2) ~ 81.0 257.5
Venture capital income related to investment in TeleCorp SR
PCS,Inc.................. Y P . 429 199.5 - (354.8)
Gain on sale of finance recelvables ....... e e = — - (550.6)
Provision for losses . .. .. e e e Lev. oo 2842 . 3313 64.3
Amortization ....:...... R P e 109.6 - - 1057 96.9
.*Special charges .......... K e SR S = 256.9-- . —
Impairment charges . ......... ... ..o “ 386.9 - 515.7 - 5543 -
Distributions on Company-obligated mandatorily redeemable ‘ o
preferred securities of subsidiary trusts ................. o (183.8) © (223.5)  (204.3)
Extraordmary gain (loss) on extingdishment of debt cevee.e 265 1y =
Cumulative effect of accounting change ................ .. — 81—
Tax benefit related to issuance of shares unider stock option , o o _
PIANS . ..t e (68.0)  (18.9) (71.4)
Net operations loss deduction . .............. Lol (89.9) —  (489.8)
Other ....... i veiiiiiiiiinn U Lo 1136743 0 436
Taxable income for income tax purposes. e e '$ 1654 § 376§ 496.6

At December 31, 2001, Conseco had federal income tax loss carryforWards of $1,176.3 million available
(subject to various statutory restrictions) for use on future tax returns. These carryforwards will expire as
follows: $2.4 million in 2003; $11.2 million in 2004; $4.9 million in 2005; $.7 million in 2006; $7.9 million in
2007; $7.5 million in 2008; $10.5 million in 2009; $4.6 million in 2010; $5.7 million in 2011; $10.1 million in
2012; $43.9 million in 2013; $6.9 million in 2014; $144.7 million in 2016; $24.0 million in 2017; $242.0 million
in 2018; $159.1 million in 2019; and $490.2 million in 2020.

Based on our projections of future taxable income, we expect to utilize the largest portion of our net
operating loss carryforwards relating to our non-life insurance companies of $832.1 million over the next four
to five years. Approximately, 90 percent of our net operating loss carryforwards do not begin to expire until
2016. Finally, based on our projections of future financial reporting income and assuming that our deferred
income tax assets and liabilities reverse to the extent of future projected financial reporting income, we expect
to utilize all of our net deferred income tax assets of $662.7 million over the next four or five years.

Liabilities for Insurance Products

At December 31, 2001, the total balance of our liabilities for insurance and asset accumulation products
was $29.1 billion. These liabilities are often payable over an extended period of time and the profitability of the
related products is dependent on the pricing of the products and other factors. Differences between what we
expected when we sold these products and actual experience could result in future losses.

We calculate and maintain reserves for the estimated future payment of claims to our policyholders based
on actuarial assumptions. For our health insurance business, we establish an active life reserve plus a liability
for due and unpaid claims, claims in the course of settlement and incurred but not reported claims, as well as a
reserve for the present value of amounts not yet due on claims. Many factors can affect these reserves and
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liabilities, such as economic and-social conditions, inflation, hospital and pharmaceutical costs, changes in
doctrines of legal liability and extra contractual damage awards. Therefore, the reserves and liabilities we
establish are necessarily based on extensive estimates, assumptions and historical experience. Establishing
reserves is an uncertain process, and it is possible that actual claims will materially exceed our reserves and
have a material adverse effect on our results of operations and financial condition. Our financial resuits depend
significantly upon the extent to which our actual claims experience is consistent with the assumptions we used
in determining our reserves:and pricing our products. If our assumptions with respect to future claims are
incorrect, and our reserves are insufficient to cover our actual losses and expenses, we would be required to
increase our liabilities, negatively affecnng our operating results

Liabilities for Loss Contmgenmes Related to Lawsults and ‘Our Guarantees of Bank Loans and
Related Interest Loans

We are involved on an ongoing bas1s in lawsuits relating to our operatlons including w1th respect to sales
practices, and we and current and former officers and directors are.defendants in pending class action lawsuits
asserting claims under the securities laws and in derivative lawsuits. The. ultimate outcome of these lawsuits
cannot be predicted with certdinty. We. recognize an estimated loss from.these loss contingencies when we
believe it is probable that a loss has been incurred and the amount of the loss can be reasonably estimated.
However, it is difficult to measure the actual loss that might be incurred related to litigation. The ultimate
outcome of these lawsuits could have a significant impact on our results of operations and financial position.

We also establish a liability for potential losses related to our ‘guarantees of bank loans and th'e related
interest loans to approximately 155 current and former d1rectors ofﬁcers and key employees for the purchase
of Conseco common stock. This liability is based on an assessment of the value of collateral held for the loans,
the personal wealth of the participants in the stock purchase plan, and other factors (suc}h as current and
expected. future earnings of the participants) which could affect the participants’ ability to repay the loans. As
of December 31, 2001, we had guaranteed loans totaling $545.4 million. In addition, Conseco has provided
loans to participants for interest on the bank loans totaling $143.6 million. At December 31, 2001, we had
recognized a reserve liability of $420.0 million based on our estimate. A significant change in the ability of
participants to meet their obligations related to the bank loans and related interest loans would have a
significant effect on our results of operations and financial position.
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Insurance and fee-based operations:
2001 2000 1999
(Dollars in millions)

Premiums and asset accumulation product collectlons -
ANNUITIES oottt it it it e e e e -8 1,7442  $ 2,255.7 % 2,473.7

Supplemental health ................... S SN 23475 . 22639 - 2,206.6
L .o e oo 9496 9342 . 970.7
Collections on insurance products from contlnumg operatrons. . 5,041.3° - 5,453.8 '5,651.0
Major medical ........... ... ... ... .. L 737.1 . 9106 - 8557
Total collections on insurance products .................... © 57784 '6,364.4 <6,506.7
Mutual funds ..................o ol e e - 4687 .. - .794.2 479.3
Total premiums and asset accumulation product-collections ... $ 6,247.1 $ 7,158.6" " $ 6,986.0

Average liabilities for insurance and asset accumulation products
(excluding discontinued major medical busmess)

Annuities: . : o
Mortality based ............. FE $ 425.0 $ 4546 - $§ 6003
Equity-linked ....... ... .. i ©2,632.2 2,550.6 ° 1,710.1

. Depositbased .. ... . 8,756.0 9,618.1  10,864.7

. Separate accounts and investment trust liabilities ............ 2,401.6 2,684.1 1,717.4

Health . ... ... e 5,106.3 4,753.9 4,326.1

Life: ) o ‘ o
Interest semsitive-.......... ... . i - 4,305.0 4264.0 . 4,121.6
Non-interest sensitive .................. e 2,691.0 2,682.8 2,799.9
Total average liabilities for insurance and asset accumulation : .

products, net of reinsurance ceded ...................... $26,317.1 $27,008.1 $26,140.1
-Revenues: . ‘ ‘ ' ' : ‘
Insurance policy income ...... .. ... ittt $ 33135 $ 3,315.0 §$ 3,174.3
Net investment income: v . S .

General account invested assets .. ..., 1,788.7 1,882.7 1,959.5

Equity-indexed products based on the change in value of the
-S&P 500 Call Options ... .. L, (114.2) - (111.0) 46.0

Separate acCoUNt asselS. .. ... vt it ir it e (172.2) 246.0 - - 172.8

Fee revenue and otherincome...............c i, 101.1 129.0 111.7
Total revenues (a)..... e e "4,916.9 5,461.7 5,464.3
Expenses: C ’ ‘ h

. Insurance policy benefits. . ..................... e S 2,457.0 2,440.9 2,176.0

. Amounts added to pohcyholder account balances:. o :

~ Annuity products and interest-sensitive life products other than _ ‘ o .
those listed beloW ... i i s 578.1 615.2. 666.4

Equity-indexed products based on S&P 500 Index ............. 8 114 141.3
Separate account liabilities . .. ....... P e (172.2) 2460 172.8
“Amortization related to operations . .... e e 15922 0 0 596.0 495.1
‘Interest expense on investment borrowmgs. e S 338+ - 186 579
Other operating costs and expenses R e e 584.0 © 6899 567.2

Total benefits and expenses () .. ..........oeeueuenenen.n. 4,073.7 4,618.0 4,276.7

* Operating income before goodwill amortization, income taxes '

and minority. interest . ... .ot e . 843.2 8437 1,187.6

Goodwill amortization........... ..., [ (111.8) (105.7) (96.9)

Net investment losses, including related costs and amortization ... ... (373.4) (304.9)  (172.1)

Specral charges and additional amortization.................... e . (56.5) (25.6) —

- Income before income taxes and minority rnterest Cieeeeena.. - $- 3015 $.4075 § 9186
{continued)’
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(continued from previous page)

2001 2000 1999

(Dollars in millions)

Ratios:
Investment income, net of interest credited on annumes and
universal life products and interest expense on investment
borrowings, as a percentage of average liabilities for insurance - S
“and asset accumulation products {(b) ...l o 445% - 45%% - . 4.52%
Operatrng costs and expenses (excluding amortization of cost of C o
. _policies produced and cost of policies purchased) as a percentage
of average liabilities for insurance and asset accumulation T :
S ProduCts L. e . 222% 2.55% 2.17%
Health loss ratios:” D
Al health lines: ‘ : . ‘ , -
Insurance policy benefits...................... e P “. $1,7504 $ 1,741.1. $.1,502.5

cooLossratio . ....oiooinoo oo S E 74.28% 76.21% . 68.61%
- Medicare supplement: . : F
Insurance policy benefits. .. ........ .. ... . i i $ 6359 § 6755 $.. 638.1
Lossratio ..o, e R e r 65.25% . 71.60% - . 68.95%-
Long-term care: : ‘ »
Insurance policy benefits. . ............. ... ... o oL .. % 7627 § 6915 $§ 5450
Loss ratio .......... P - 86.39% 84.17%  71.98%
" Interest-adjusted loss ratio ........ AP PN e 67.32% 66.77%  51.10%
Specified disease: a wo e SR
Insurance policy.benefits. .. o..........cooiiiieeniii... . $ 2509 $ 254 $ 2329
Loss 1O ..ot i i 67.35% 69.00% - «..-62.03%
Other: . . : Co
Insurance policy beneﬁts ................................... $ 1009 $' 1177 $- " 86.5
LOSS TAHO « oottt et e EERER ’ -79 66% 79.53% .65.58%

{a) Revenues exclude net investment gains (losses) beneﬁts and. expenses exclude amortization related to
realized gains and goodw1ll amortization : :

(b) Investment income 1ncludes income from general account assets only Average msuranee lrabrlrtres
‘exclude liabilities related to separate accounts, investment trust and reinsurance ceded.-

General: Coriseco’s life insurance subsidiaries develop, market and administer annuity, supplemental
health, individual life insurance and other insurance products. We distribute these: products through a career
agency force, professional independent producers and direct response marketmg This segment excludes our
discontinued major medical business.

Collections on insurance products from continuing operatzons in 2001 were $5.0 billion, down 7.6 percent
from 2000. Such collections in 2000 were $5.5 billion, down 3.5 percent from 1999. Sales of our equity--
indexed and variable annuity products were adversely affected by the stock market performance in 2001.
Declines in our financial strength ratrngs during 2000 and 2001 adversely affected the marketing of our
insurance products.

:See “Premium and Asset Accurnulation Product Collections” for further analysis.

Average liabilities for insurance and asset accumulation products, net of reinsurance receivables, were

~ $26.3 billion in 2001, down 2.6 percent from 2000, and $27.0 billion in 2000; up 3.3 percent over 1999. Such

decrease in 2001 reflects: (i) the decreased sales of interest-sensitive products (surrenders exceeded new sales

in 2001); and (ii) the decreased value of the separate account assets which are equal to the liabilities related
to our variable insurance products.
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Insurance policy income is compriséd of: (i) premiums earned on policies which provide mortality or
morbidity coverage; and (ii) fees and other charges made against other policies.-Such income has been
relatively stable over the last three years. See “Premlurn and Asset Accumulatxon Product Collectrons for
further analysis.

' Net investment income on general account invested assets (which excludes income on separate account
assets related to variable annuities; and the income (loss), cost and changé in the fair value of S&P 500 Call
Options related to equity-indexed products) decreased by-5.0 percent, to $1,788.7 million; in 2001, and by
3.9 percent, to $1,882.7 million, in 2000. The average balance of general account invested assets increased by
.8 percent in 2001 to $25.7 billion and decreased by 1.3 percent in 2000 to $25.5 billion. The yield on these
assets was 7.0 percent in 2001, 7.4 percent in 2000 and 7.6 percent in 1999. The decrease reflects general
decreases in investment interest rates between penods and the lower general account mvested assets due to
decreased sales and higher surrenders. ' SR : : ‘- : -

Net investment income related to equity-indexed products based on the change in value of the S&P 500
Call Options represents the change in the estimated fair value of our S&P 500 Index Call Options which are
purchased in an effort to cover certain benefits accruing’to the pohcyholders of our’equity-indexed products.
Our equity-indexed products are designed so that the investment. income spréad earned on the related
insurance liabilities should be more than adequate to cover the cost of the S&P 500.Call Options and other
costs related to.these policies. Option coststhat are attributable to benefits prov1ded were. $119.0 million,
$123.9 million and $96.3 million in 2001, 2000 and 1999, respectlvely These costs are reflected in the change
in market value of the S&P 500 Call Options included in the investmient income amotunts. Net investment
income related to equity-indexed products before this expense was $4.8 million; $12.9 million and'$142.3 mil-
lion in 2001, 2000 and 1999, respectively. Such amounts were substéntially offset by the corresponding charge
to amounts added to policyholder account balances for equity-indexed products of $.8 million, $11.4 million
and $141.3 million in 2001, 2000 and 1999, respectively. Such income and related charge fluctuated based on
the value of options embedded in the Company’s equity-indexed annuity products policyholder account
balance subject to this benefit and to the performance of the S&P 500 Index to which the returns on such
products are linked.

Net investment income (loss) from separate account dssets is offset by a corresponding charge (credit) to
amounts added to policyholder account. balances for separate account liabilities.. Such income (loss) and
related charge (credit) fluctuated in relatlonshlp to total separate account assets and the return eamed on such
assets.

Fee revenue and other income includes: (i) revenues we receive for managing investments for other
companies; and (ii) fees received for marketing insurance products of other. companies. This amount
decreased in 2001 primarily as a result of a decrease in the market value of investments managed for others,
upon which these fees are based. This amount increased in 2000 prrmarlly due to the revenues of an insurance
marketing company purchased in 2000. » et S : -

Insurance policy benefits increased in 2001. and 2000.as a result of the factors summarized in the
explanations for loss ratios related to specific products which follow. Loss ratios.are calculated by takmg the
related insurance product s: (i) pohcy beneﬁts d1v1ded by (ii) policy income. :

The loss ratio for Medicare supplement products improved i in 2001 pnmanly because (1) our estimate of
the 2000 year end reserve proved to be higher than necessary.to cover pre-2001 claims; and (n) were lower
than expected claim costs resulting from new government regulations related to amounts due on ‘hospital
outpatient claims. Such ratio increased in 2000, for the following reasons: (i) ourestimate of 1999 year end
reserves proved to be less than necessary to cover pre-2000 claims; (ii) the mix of our Medicare supplement
business in 2000 includes a higher percentage of-less profitable standard Medicare supplement policies- than
the prior year (and a lower percentage of more profitable nonstandard policies that we ‘are no longer able to-
offer to new policyholders); and (iii) a larger portion of certaini older blocks- of our Medicare supplement
business has remained inforce longer than we expected. While the Company benefits from the additional
profits earned on the larger blocks of business, the loss ratio will generdlly increase since'the older policies have
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higher claim costs. Governmental regulatlons generally requrre us to Aattain and maintain a loss ratio, after
three years, of not less than 65 percent."

The loss ratios for long-term care products increased in 2001 and 2000, reflecting: (i) unfavorable claims
experience; (ii) refinements made to the reserve estimation process; and (ili) the effects of the asset
accumulation phase of these products. The net cash flows from .our long-term- care products generally result in
the accumulation of amounts in the early years of .a policy (accounted for as reserve increases) which will be
paid out as beneﬁts in later policy years (accounted for as.reserve decreases) Accordingly, during the asset
accumulation phas_e of these policies, the loss ratio will increase, but the increase in the change in reserve will
be partially offset by investment income earned on the assets which have accumulated. The interest-adjusted
loss ratio for long-term care products is calculated by taking the insurance product’s (i) policy benefits less
interest income on the accumulated assets which back the insurance liabilities; divided by (ii) policy income.,
In order to improve the profitability of the long-term care product line, we are currently selling products with
hlgher margins and we have contlnued to apply for appropnate rate increases on older blocks of business.

Our general expectatron is- for the loss, ratio. for specrﬁed disease products to be approxrmately 65 percent.
The 2001 and 1999 loss ratio for spemﬁed disease products were generally within our expectations. The higher
loss ratio m 2000 reflects changes in estimates of period end claim hab1ht1es

~ The loss rdtios on-our- ‘other products will fluctuate due to the smaller size of these blocks of business. The
loss ratios on thrs business have generally been- within our expectatrons durlng 2001 and 2000.

. Amounts added to polzcyholder account balances for. annuzty products decreased by 6.0 percent, to $578 1
‘million, in 2001, and. 7.7 percent, to $615.2 million,. in 2000. These decreases reflect a smaller block of this
type of annuity business inforce, on the average, over the-last 3 years. Av‘erage,‘hablhtres for these products
were $13.1 billion in 2001, down 5.9 percent from 2000, and $13.9 billion in 2000, down 7.4 percent from 1999.
The weighted average rate of- interest we credlt to these annuity liabilities was approx1mately 4.5 perccnt,.
dunng 2001, 2000 and 1999. : :

" Amounts added to equity indexed products and separate account liabilities correspond to' the related
investment income accounts described above. Such amount includes the decline in the value of S&P 500°Call
Options embedded in the Company’s equity-indexed products policyholder account balance.

 Amortization related to operations includes amortization of: (i) the cost of pohc1es produced; and (ii) the
cost of ‘policies purchased. Generally, amortization fluctuated in relationship to the total account balances
subject to amortization.

Interest expense on investment borrowings increased in 2001 along with our investment borrowing
activities. Average investment borrowings were $1,029.7 millioni during 2001, compared to $324.4 million
during 2000 and $1,081.1 million during 1999. The weighted average interest rate on such borrowings was
3.3 ‘percent, 5.7 percent and 5.4 percent during 2001, 2000 -and 1999, respectlvely Investment borrowrngs.
fluctuate based on the market conditions for these transactions. :

Other operating costs and expenses decreased in 2001 corisistent with our cost cutting programs and the
current business plans for the segment. The increase in-such expenses in 2000 was primarily the result of our
increased business and marketing initiatives. The fluctuations in expenses are reflected in the ratio of operating
expenses (excluding amortization of cost of policies produced and cost of policies purchased) as a percentage
of average liabilities for insurance and asset accumulation products (2 22 percent for 2001, compared to
-2 55 percent for 2000 and 2.17 percent for 1999).

Net investment gains -(losses), mcludmg reIated costs and amortization ﬂuctuate from pcnod to penod
During -2001, 2000 and 1999, we recognized net investment losses of $413.7 million, $358.3 million and
$156.2 million, respectively. The net investment losses during 2001 included: (i) $141.9 million to recognize
the impact of higher default rate assumptions on certain structured investments; (ii) $62.4 million -to
recognize losses on investments held in our private equity portfolio; (iii) $184.8 million to write down lower-.
rated securities to fair value due to an other-than-temporary decline in fair value or the Company’s plan to sell
the securities in-connection with investment restructuring activities (including purchases of investment grade
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securities which were subsequently downgraded to below-investment grade: Sunbeam-Corp., -Enron Corp.,
Crown Cork & Seal Company Inc., Global Crossing Ltd. and K Mart Corp.); and (iv) $24.6 million of losses
from the sales of investments (primarily fixed maturities) which generated proceeds of $24.2 billion. During
2000, we recorded $189.3 million of writedowns; $109.8 million of losses from the sales of investments; and a
$59.2 million loss related to the termination of certain swap agreements. During’ 1999 we recorded’
$27.8 mrlhon of wntedowns and $128.4 million of losses from the sales of investments.’

When we sell securities at a gam (loss) and reinvest the proceeds at a d1ﬁ’erent yleld We 1ncrease
(reduce) the amortization of cost of policies purchased and cost of policies produced in order to reflect the
change in future yields. Sales of fixed maturity investments resulted in a reduction in the amortization of the
cost of policies purchased and the cost of policies produced of $40.3 million in 2001 and $53.4 million.in 2000
and an increase in such amortlzatlon in 1999 of $15.9 m11110n ‘

Special charges in 2001 were $21.5 million. Such charges pnmarrly relate to severance beneﬁts and costs.
incurred in conjunction with the transfer of certain customer service and backroom operations to our India
subsidiary. These. charges are described in greater "detail in the notes to the accompanymg consohdated
financial statements. ‘

Additional amortization in the insurance segment represents the amortization of the -cost of policies
produced and cost of policies purchased as a result of changes in our assumptions used to ‘estimaté the future
gross profits of our_annuity business. The cost.of policies produced and the cost of policies purchased are
amortized in relation to the estimated gross profits to be earned over the life of our annuity products. As a
result of economic developments, actual experience of our products and changes in our ‘expectations, we
changed our investment yield assumptions used in calculating the estimated gross profits to be earned on our
aninuity products. Such changcs resulted in additional amortization of the cost of policiés produced and cost of
policies purchased of $35.0 m11110n and $25.6 mrlhon in 2001 and 2000 respectrvely




Finance operations:

1999

2001 2000
\' " (Dollars in mllllons)
Contract onglnatlons - S ) . o ‘ ‘ )
Manufactured housing..................... . cngeeeeneeea. $2,4995  $.43958 § 6, 607 3
Mortgage services ................ e L 3 043.7 4,448.3 6,745.8
Retail credit ........ 0.5 0 ... P P N 3 585 8 25821 20360
“ Consumer ﬁnance — closed end L S A ST — 544.6 790.7
Floorplan.. .. ... T R e e e e Y 2,101.57 73,9504 - 5,559.1
-Discontinued ...: .0 . ... ... L a0 868 969.1 - 3,370.1
Total .o IR S0 $11,317.3 $16,890.3  $25,109.0
Sales of finance receivables: ‘ _ , o o
Manufactured housing. .. .. .. S T 8 36 8 6007 8 5,598.2
MOTtgage SETVICES ...\ ivve et i b T T 8338 913.1  '3,7484
Floorplan. ... ... i — — 1177
-Retained bonds ................. e i e : — e + (379.7)
.- Discontinued lines. . ........o.......... e vaaase.o, - 8023 1,174.9 574.5
i Total e e i S, $01,639.7 08 2,688.7  § 9,659.1
Managed rccelvables (average): - ST T o -
Manufactured housmg. . P e ‘; - $25,979.1 - $25,700.4 $22,899.2
Mortgage services ............... e T TI3555. 13,2546 10,2375
Retail credlt..'.'.......1...“.........'..,'.4. ........ Lol 2,2480 1,523.0 937.9
Consumer finance — closed-end .. ....... e e 1352 2,173'.1‘ 2,121.6
Floorplan........... ... ... o i i e 1,181.7 2,070.4 2,098.4
Discontinued LINes . .. ..ot _ 674.7 2,700.3 3,469.2
Total Lo e $44,374.2 $47.421.8 $41,763.8
Revenues: A
Net investment income: .
Finance receivables and other ............ ... .o, $ 22602 $ 19338 $ 6471
Interest-only securities . .......... i i i 51.5 106.6 185.1
Gain on sale of finance receivables ............................ 26.9 7.5 - 550.6
Fee revenue and otherincome . ........ ... ... ity 345.0 369.0 372.7
Total revenues .. ... B . 2,683.6 2,416.9 1,755.5
Expenses: " v :
Provision for 108ses . ....... vt 563.6 354.2 128.7
Finance Interest eXpense .. ......coouitiieriin e e 1,234.4 1,152.4 341.3
Other operating costs and eXpenses........................ e 642.4 753.5 697.2
Total eXpenses .. ...ovvir i i e 2,4404  2260.1 1,167.2
Operating income before impairment charges, special charges, -
income taxes and extraordinary charge ..................... 243.2 156.8 588.3
Impairment charges. ...ttt 386.9 515.7 554.3
Special charges ........ ... .. . oo 21.5 394.3 —

Income (loss) before income taxes and extraordinary charge .... §$ (1652) § (753.2) § 340

General: Conseco’s finance subsidiaries provide financing for manufactured housing, home equity,
home improvements, consumer products and equipment, and provide consumer and commercial revolving
credit. Finance products include both fixed-term and revolving loans and leases. Conseco also markets

physical damage and other credit protection relating to the loans it services.
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After September '8, 1999, we no-longer structire our securitizations in a manner that results in recording
a sale of the loans: Instead, new securitization transactions are being structured to include provisions that
entitle the Company to repurchase assets transferred to the special purpose entity when the aggregate unpaid
principal balance reaches a specified level. Until these assets are repurchased, however, the assets are the
property of the special purpose entity and are not available to satisfy the claims of credrtors of the Company.
In addition, our securitization transactions are structured so that the Company, as servicer for the loans, is able
to exercise significant drscretron in making decisions about the serviced portfoho Pursuant to. Financial
Accounting Standards’ Board Statement No. 140, “Accounting for the Transfer and Serv1c1ng of Financial
Assets and Extinguishments of Liabilities” (“SFAS 140”), such securitization transactions are accounted for
as secured borrowrngs whereby the loans and securitization debt remarn on the balance sheet rather than as
sales. - : - ,

The change to the structure of our new secuntrzatlons has no effect on the total proﬁt we recogmze over
the life of each new loan, but it changes the timing of profit recognition. Under the portfolio method (the
accounting method required for our securitizations which are structured as secured borrowings), we recognize:
(1) earnings over the life of new loans as 1nterest revenues are generated; (ii) interest expense on the securities
which are sold to investors in the loan securitization trusts; and (iii) provisions for losses. As a result, our
reported earnings from new loans securitized in transactions accounted for under the portfolio method ‘are
lower in the period in which the loans are securitized (compared-to our h1stoncal rnethod) and hrgher in fater
periods, as interest spread is earned on the loans.”

During 2000 and 2001, we completed several actions w1th respect to Conseco Frnance 1nc1ud1ng (i) the
sale, closing or runoff of several units (including asset-based lending, vendor leas1ng, bankcards transportation
and park construction); (ii) monetization of certam -on-balance. sheet financial assets. through sales or as :
collateral for additional borrowings; and (111) cost savmgs and restructuring of ongoing. businesses such as
streamhmng of loan origination operatrons in the manufactured housing and home equity divisions. These
courses of action and the change to the portfolio method of accounting have caused significant ﬁuctuatrons in
account, balances as further described below, In early 2002, we announced our. decision to reduce the size of
our ﬂoorplan lending business. :

The risks associated with our finance business become more acute in any economic slowdown or
récession. Periods of economic slowdown or recession may be accompanied .by decreased demand for
consumer credit and declining asset values. In the home equity mortgage and manufactured housing
businesses, any material decline in real estate values reduces the ability of borrowers to use home equity to
support borrowing and increases the loan-to-value ratios of loans previously made, thereby weakening
collateral coverage and increasing the size of losses in the event of a default. Dehnquencres foreclosures and
losses generally increase durrng economic slowdowns or recessions. Proposed changes to the federal
bankruptcy laws applicable to individuals would make it more difficult for borrowers to seek bankruptcy
protection, and the prospect-of these changes may encourage certain borrowers to seek bankruptcy protection
before the law changes become effective, thereby increasing delinquencies. For our. finance customers, loss of
employment, increases. in cost-of- _living or other adverse economic, conditions would i impair their ability to

meet their payment obligations. Higher industry inventory levels of repossessed manufactured homes may
affect recovery rates and result in future impairment charges and provision for losses. In addition, in an
economic slowdown or recession, our servicing and litigation costs increase. Any sustained period of increased
delinquencies, foreclosures, losses or increased costs would adversely affect our ﬁnancral condrtlon and results
of operations. :

Loan originations in 2001 were $11.3-billion, down 33 percent from 2000. Loan originations in 2000 were
$16.9 billion, down 33 percent from 1999. The primary reason: for the decréase was our decision to no longer
originate certain lines of business and to manage our growth consistent' with our revised business plan. This
strategy allowed the finance segment to enhance net interest margins, to reduce the amount of cash requ1red
for new loan orrglnatrons and to transfer cash to the parent company. :




Sales .of finance receivables have decreased since.1999:as a result of the change in the structure-of our
securitizations.. The sales of,finance. recervables in 2001 and 2000 are-further explamed below under. “Gain on
sale of finance receivables”.

* Managed receivables include ﬁnance receivables recorded on our consohdated balance ‘sheet and those
managed by us but apphcable to holders of asset-backed secufities sold in sécurifizations structured in a
manner that resulted ingain-on-sale Tevenue: Average managed receivables decreased to $44.4 billion in 2001,
down 6.4 percent from 2000, and 1ncreased to $47.4 billion in 2000, up. 14 percent over 1999 '

Net investment income on finance receivables and other- consxsts of: (i) interest earned on ﬁnance
receivables; and (ii) .interest income on- short-term and other investments. Such income increased by
17 percent, to $2,260.2 million, in 2001 and by 199 percent, to $1,933.8 million, in 2000, consistent with.the
increases in -average on-balance sheet finance receivables following the September 8, 1999 change in the
manner in which we structure our securitizations as described above. The weighted average yields earned on
finance receivables and other investments were 12.8 percent, 13.0 percent and 11.1 percent during 2001, 2000
and 1999, respectively. As a result of the change in the structure of our securitizations, future interest earned
on ﬁnance recervables should increase as our average on balance sheet finance recervables increase.’ '

Net mvestment income-on interest-only securztzes is the income recognrzed on the interest- only secur1t1es
we retam after we sell finance receivables. Such income decreased by 52 percent, to $51.5 million, in 2001 and
by 42 percent, to $106.6 million, in 2000. These ﬂuctuanons,arc consistent with the.change in: the average
balance of interest-only securities, The weighted average yields earned on interest-only securities were
13.2 percent, 13.4 percent and 14.6 percent’ dunng 2001, 2000 and 1999, respectlvely As a result of the change
in the structure of our securitizations, our securitizations are accounted for as secured borrowings and we do
not recognize gam on-sale revenue or addmons to interest-only securities from such transactions. Accordingly,
future investment income accreted on the interest-only security will decredse, as cash remittances from the
prior gain-on-sale securitizations reduce the interest-only security balances. In addition, the balance of ‘the
interest-only securities was reduced by $533:8 million in 1999, $504.3 million in 2000 (including $70.2 million
due 'to the accounting change déscribed in note 1 to the accompanying consolidated financial statements) and
$264.8 million in 2001 due to impairment charges. Impairment charges are further explained below.

Gain on sales of finance receivables resulted from various loan sale transactions in 2001 and 2000. During
2001, we sold $1.6 billion of finance receivables which included: (i) our $802.3 million vendor services loan
portfolio (which was marked-to-market in the fourth quarter of 2000 and no additional gain or loss was
recognized in 2001); (ii) $568.4 million of ‘high-loan- ‘to-value rnortgage loans; and (iii) $269 0 million of
other loans. These sales resulted in net gains of ‘$26.9" million. “The Company entered ‘into a" serv1c1ng'
agreement on the high- loan to-value mortgage loans sold. Pursuant to the servicing agreement, the servicing
- fees payable to the Company are senior to all other’ payments of the’trust which purchased the loans. The’
Company also holds a residual interest in certain other cash flows of the trust. The'Company did not provide
any guarantees with respect to the performance of the loans sold. In 2000, we sold approximately
$147.1 million of finance receivables in whole-loan sales resulting i in net gains of $7.5 million. Gain on sales of
finance receivables in 2000 excludes the gam realr7cd on the sale of our bankcard portfoho wh1ch is mcluded in
special charges :

During l999 the Company sold $9 7 brlhon of ﬁnance recervables in secunnzanons structured as, sales
and recognized gains -of $550.6 million. During 2001 .and-2000,-we recognized, no gain on sale related to;
securitized transactions.

----Fee revenue and other income includes servicing income, commissions earned on insurance policies
written in conjunction with financing transactions and otherincome from late fees. Such income decreased by
6.5 percent, to $345.0 million, in 2001 and by 1.0 percent,.to $369.0 million, in;2000. Such decreases are
primarily due to decreases.in commission -income as. a result of reduced.origination activities and. the
termination of sales of single premium. credit life insurance. In addition, as a result of the change in the:
structure of our securitizations, we no longer record an asset for servicing rights at the time of our
securitizations, nor. do we record servicing fee revenue; instead, the entire amount of interest income is -
recorded as investment income. The amount of servicing income (which is net of the amortization of servicing
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assets-and liabilities) was $115.3 million in 2001, $108.2 million in 2000 and-$165.3 million in 1999. However,
we expect servicing income to decline in future periods as the managed receivables in'these securitizations are
paid down. In 2000, the decrease in servicing income was partrally oﬂset by hrgher commissions and late fee»
income. : o o : ‘ o

" Provision Sfor losses related 1o ﬁnance operatzons 1ncreased by 59 percent to $563 6 million, in 2001 and
by 175 percent, to $354.2 rnrlhon in 2000. These amounts relate to our on- balance sheet receivables. The
increase is principally due to the increase in loans held on our balance sheet and an increase in dehnquencres
In 2001 on-balance sheet finance recervables 1ncreased 9.2 percent to $18.0 billion as compared to 2000. At
December 31, 2001 and 2000, the 60- -days-and-over delinquencies as a percentage- of on- -balance sheet ﬁnance
receivables were 2.19 percent and 1.48 percent, respectively. Under the portfoho method, we estimate an
allowance for credit losses based upon our assessment of current and historical loss experience, loan portfolio
trenids, . the value of collateral, prevailing economic and business conditions,” and other relevant factors.:
Increases in our allowance for credit losses are recognized as-expense based on our current assessmenits of such
factors. For loans previously recorded as sales, the anticipated discounted credit losses over the expected life of
the loans were reflected through a reduction in the gain-on-sale revenue tecorded at the time of securitization.

Our credit losses as a percentage of related loan balances for our on-balance sheét portfoho have been
increasing -over the last several ‘quarters (1.69 percent, 1.96 percent, 2.25 percent, 2.39 percent' and
2.50 percent for the quarters ended December 31, 2000;-March 31, 2001, June:30, 2001, September 30,.2001
and December 31, 2001, respectively). We believe such increases reflect: (i) the natural increase.in:
delinquencies in some of our products as they age into periods at which we have historically experienced
higher delinquencies; (ii) the increase in retail credit.receivables which. typically experience higher credit
losses; '(iii), economic factors which -have resulted in an increase in defaults; and (iv) a decrease in the
recovery rates .when repossessed properties are-sold given .current industry levels of repossessed assets. -

At December 31, 2001, the Company had a total of 24,131 unsold properties (15,531 of which relate to
our off-balance sheet securitizations) in repossession or foreclosure, compared to 20,110 properties  at
December 31, 2000. We reduce the value of repossessed property to our estimate of net realizable value upon:
foreclosure. With respect to our managed manufactured housing portfolio, we-liquidated 25,750 units at an
average .loss severity rate (the ratio of the loss. realized to, the. principal balance of the foreclosed loan), of
57 percent in 2001 compared. to 23,861 units at an average loss severity rate of :54 percent in 2000. The. loss
severity rate related to our on-balance sheet manufactured housing portfolio was.49 percent in 2001, compared
to 48 percent in 2000. We believe the higher average severity rate in 2001 related to our on-balance sheet
manufactured housing portfolio is consistent with the- aging'of such portfolio. The higher industry levels of
repossessed manufactured liomes which we believe existed in the marketplace at December 31,2001, may
adversely ‘affect recovery rates; specifically wholesale severity, as other'lenders (including lenders who have
exited the “manufactured home lending business) have acted to more quickly dispose of repossessed
manufactuted housing inventory. Additionally, the higher levéls of repossessed inventory that currently exists
in the marketplace may make it more difficult for us to liquidate our inventory at or near historical recovery
ratés. In order to maintain recovery levels, we may decide to hold inventory longer potentially causing our
repossessed inventory level to temporarily grow. We believe that our severity rates aré positively imipacted by .
our use of rétail channels to dispose of repossessed inventory’ (where the repossessed units-are sold through:
68 Company ~owned sales lots; or (ii) our dealer network). We currently liquidate approximately 70 percent
of our repossesséd units through the retail channel; thus, we rely less on the wholesale channel (through which
recovery rates are typically lower) We intend to -continuie to focus on the retail channel in-an effort to
maximize our-recovery rates. : : '

The Company believes that its historical loss experience has been favorably affected by various loss
mitigation policies. Under one such policy, the Company works with the  defaulting ‘obligor and. its dealer
network to find a new buyer who meets our underwriting standards and is willing to assuine the defaulting
obligor’s loan. Under other loss mitigation policies, the Company may permit qualifying obligors (obligors who
are currently unable to meet the obligations under their loans, but are expected to-be able to-meet them in the
future under modified terms) -to defer scheduled payments or the Company may reduce the-interest rate on
the loan, in an effort to avoid loan defaults. : : '
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--Due to the prevailing economic conditions in 2001, the Company increased the use of the aforementioned
m1t1gat10n policies. Based on past experience, we believe these policies will reduce the ultimate losses we
recognize. If we apply loss mitigation policies, we- generally reflect the customer’s delinquency status as ‘not
being past due. Accordingly, the loss mitigation policies favorably impact our delinquency ratios. We attempt
to appropnately reserve for the effects of these loss mitigation policies when establishing loan loss reserves.
These policies are also cofisidered when we determine the value of our retained interests in secuntrzanon
trusts (1nclud1ng interest- only secuntres) Loss m1t1gat1on policies were applied to 8.8 percent of ‘average
managed accounts in 2001 cornpared to 7 0 percent in' 2000. Such loss mitigation policies were apphed ‘to
1.3 percent, 1. 5 percent 2.9 percent and 3.1 percent of’ average managed accounts dunng the ﬁrst second
third and fourth quarters of 2001, respectrvely’ R

anance interest- expense represents :interest. expenset incurred. by the ﬁnance segment. ThlS interest
expense increased by.7.1 percent, to $1,234.4 million, in 2001 -and by 238 percent, to $1,152.4 million, in 2000.
Such fluctuations were the net result of: (i) increased borrowings: to fund the increased finance receivables;
and. (ii}.different. average-borrowing rates. Qur average- berrowing rate was 7.0 percent, 7.7. percent-and,
5.8.percent during 2001,-2000 and 1999, respectively. . The.:decrease in average borrowing rates in 2001 as
compared to 2000 is primarily due to the decrease in the general interest rate environment between periods.

. Under the portfolio.method, we recognize interest:expense on the securities issued to investors in the
securitization "trusts; These securities typically have higher interest rates than our other debt. However, the
decrease in the average borrowing rate in 2001 was. favorably impacted by the decrease in the general interest -
rate environment. The average: borrowing rate .during’-1999--was ‘favorably impacted-by the use of relatively
lower rate borrowings:from the parent -company to fund finance receivables of Conseco Finance. (Given the
liquidity needs of the parent, its inability te access lower interest rate borrowings, and bank loan restrictions,
the parent was unable to loan:additional amounts to-the finance segment during most of 2000 arid 2001).

"‘Other operating costs and expenses-include the costs associated with servicing our managed receivables,
and nion- deferrable costs related to ongmatrng new: loans Such expense decreased by 15 percent to

the cost savrngs from the- prev1ously announced restructunng of Conseco Fmance In 2000, such’ costs
increased -consistent with'the prior business plans -for‘the segmient, partially offset by cost savings from’the
restructuring of Conseco: Finance. Other operating costs and expenses decreased $62.5° mrlhon to $345 5 mrl-
hon in the second half of 2000, as eompared to the ﬁrst half of 2000 : : :

Impazrment charges represent reductrons in the value of our, reta1ned 1nterests in securmzatron trusts
(mcludrng interest- only securities and servicing nghts) recogmzed as a loss in the statement of operations. We
carry interest-only securities at estimated fair value, which is-determined by, discounting the projected cash.
flows over the expected life of the receivables: sold using current prepayment, default, loss and interest rate.
assumptions. We consider any potential payments related to the guarantees of certain lower rated. securities,
issued by the securitization trusts in, the projected cash flows used to determine the value .of our interest-only
securities. When declines.in value con51dered to be other than temporary occur, we reduce the amortized cost
to estnnated fair value and recognjze a loss in the statement of operations. The assumptions used to determlne.
new values .are based on our internal evaluatrons and consultation with external advisors having significant
experience in valuing these securities. Under current accounting rules (pursuant to EITF 99-20). which. we
~ adopted effective July 1, 2000, declines in the value-of our interest-only securities are-recognized when: (i) the
fair value of the security, is less than its carrying value; and (ii) the timing and/or amount of cash expected.to
be received from the security has changed adversely from the previous valuation which determined; the,
carrylng value of the secunty When both occur, the secunty is written down to fair value.

Lo We recogmzed an 1mpa1rment charge of $386 9 million in 2001 which included an 1rnpa1rrnent charge of
$264.8 million related to our interest-only securities. During 2001, our interest-only securities did not perform
as';well as anticipated. In addition, our expectations regarding future economic conditions:changed:: Accord-
ingly, we increased .our, default and, seve_ri.ty..assumptions related to the performance of the underlying loans to
be. consistent with our expectations. The impairment charge also included a $122.1 million- increase:in. the.
valuation allowance related to our servicing rights as a result of the changes in assumptions. Such assumptions
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reflect the subordination of the servicing fees to other cash flows in certain securitization transactions. We
carry our servicing rights at the lower of carrying value or estimated fair value. Refer to “Finance Receivables
and Retained Interests in Securitization Trusts — Retained Interests in Securitization Trusts” for additional
discussion of the impairment charge and interest-only securities.

During 2000, actual default and loss trends were worse than our previous estimates. In light of these
trends, management analyzed the assumptions-used to determine the estimated fair value of the interest-only
securities and made changes to the credit loss assumptions and the discount rate used to determine the value
of our securities. These changes also reflected other economic factors and further methodology enhancements
made by the Company. As a result, the expected future cash flows from ‘interest-only securities changed
adversely from previousestirnates Pursuant to the requirements of EITF 99-20, the effect of these changes
was reflected immediately in earnings as an impairment charge The effect of the impairment charge and
adjustments to the value of our interest-only securities and servicing rights totaled $515.7 million ($324.9 mil-
lion after the income tax benefit) for 2000 (in addition to the cumulative eﬁect of adopting EITF 99-20 of
$70.2 million, or $45.5 million after the income tax beneﬁt)

In addition, during 1999 and early. 2000, the Company reevaluated its interest-only: securities and
servicing rights, including the underlying assumptions, in. light of loss experience exceeding previous
expectations The principal change in the revised assumptions resulting from this process was an increase in
recent loss experience and reﬁnements to the methodology of the valuation process. The effect of this _change
was offset somewhat by a revision to the estimation methodology to incorporate the value-associated with the
cleanup call rights held by the Company in securitizations. We recognized a $554.3 million impairment charge -
($349.2 million after tax) in 1999 to reduce the book valug of the interest-only securities and servicing rights.

Special charges in the finance segment for 2001 include: (i) the loss related to the sale of certain finance
receivables of $11':2 million; (ii) ‘severance benefits, litigation reserves and other restructuring charges of
$12.8 million; (iii) a $7.5 million charge related to the decision to dlscontinue the sale of certain types of life
insurance in conjunction with lending transactions; and (1v) a $10.0 million benefit due to the reduction in the
value of the warrant held by Lehman to purchase five percent of Conseco Finance which was caused by a
decrease in the vaiue of Conseco-Finance. Special charges recorded in 2000 include:: (i) the $103.3 million
reduction in the value of finance receivables identified for sale; (ii) the $53.0 million loss on the sale of asset-
based loans; (iii) $29.5 million of costs related to closmg offices and streamlining businesses;
(1v) $35.8 million related to the abandonment of computer processing systems; (v) $30.3 million of fees paid
to Lehman Brothers, Inc. and its affiliates (collectively “Lehman”) including a $25.0 million fee paid in
conjunction with:the sale of $1.3-billion of finance receivables to Lehman; (vi) the issuance of a warrant
valued at $48.1 million related to the modification of the Lehman master repurchase financing facilities;
(vii) the $51.0 million loss on sale of transportation loans and vendor services financing business; (viii) a’
$48.0 million increase in the allowance for loan losses at our bank subsidiary; and (ix) $4.7 million of net gains
related to the sale of certain lines of business, net of other items. These charges are described in greater detail
in the note to the accompanying financial statements entitled “Special Charges”.




- Corporate operations

"Decembe’r, 31 o
2001 T2000 0 1999
2001 2000 ¥

(Dollars in millions) =~

Corporate operations: : - :
* Interest expense on corporate debt, net of 1nvestment income on cash : B

-and cash equivalents .. ... PP PR P e $(352.2) $- (417.1) ~$(245.9)
Allocation ef net interest: expense to the finance segment ........... N 126.9 -+ -63.1
Investment income ........... ......... P ia..T e 440 3130 Y0323
Other items ........ e e A T (245) ¢ (16.6) . 679

Operating loss before non- operatlng items, income taxes “minority R ) o
and extraordmary gain (Ioss) ... .o v S (365.8) (275.5)  (82.6)
Provision for losses and expense related to stock purchase plan ... .. .. (169.6) -~ (231.5) _(18.9)
_Venture capital income (loss) related to investment in TeleCorp, net of ' . T

related expenses........ .. i e ... (234) - 0 (152.8).- 2615
Discontinued major medical business and other ....... G e (53.0) - {51.3) . 383
Gain on sale of interest in riverboat ..o s S -192.4 fo— =
Special charges and additional amortization............... e o . (136.3) - (305.0) . P

Income (loss) before income taxes and mrnonty interest. ...... ‘. E $L555 7) $(1 016 1) $ 198.3

Interest expense on corporate debt, net of investment income on cash and cash equwalents has decreased
as a result of the repayment of debt. Amounts allocated: to the finance segment have decreased as Conseco
Finance has repaid debt owed to the parent and as a result of the conversion_of $750 million of an
intercompany note to preferred stock in 2000. The average debt outstanding was $4.5 billion, $5.2 billion and.
$4.1 billion in 2001, 2000 and 1999, respectively. The average interest rate on such debt was 8.2 percent 84
percent and 6.1 percent in 2001, 2000 and 1999, respectively. In addition, the margin to LIBOR on our bank
credit facilities increased when we renegotiated that debt in 2000,

Investment income includes the income from our mvestment in'a nverboat ¢asino (pnor to its sale) and
miscellaneous other income. : « . ‘ 5

Other items include general corporate expenses, net of amounts charged to subsrdlanes for servrces
provided by the corporate operations. :

Provision for losses and expense related to stock purchase plan represents ‘the non-cash’ provision we
established in connection with: (i) our guarantees of bank loans to approximately 155 current and former
directors, officers and key employees and our related loans for interest; and: (ii) the liability related-to-the pay:
for: performance. benefits related to the loan program. The funds from the bank loans were used by the’
participants to purchase approximately 18.0 million shares of Conseco common stock. In 2001, 2000 and 1999,
we established provisions of $169.6 million, $231.5 million and $18.9 million, respectively, in connection with-
these guarantees and loans. At December 31, 2001, the reserve for losses on the loan guarantees and the
liability related to the pay for performance benefits totaled $420.0 million and the outstanding balance on the
bank loans was $545.4 million. In addition, Conseco has provided loans to participants for interest on the bank
loans totaling $143.6 million.

Venture capital income ({loss) relates to our investment in TeleCorp, a company in the wireless
communication business. Our investment in TeleCorp is carried at estimated fair value, with changes in fair
value recognized as investment income. The market values of TeleCorp and many other companies in this
sector have declined significantly in recent periods. In the first quarter of 2002, AT&T Wireless Services, Inc.
(“AWE”) completed its merger with TeleCorp. This transaction is described in greater detail in the notes to
the consolidated financial statements.
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- The discontinued major medical business includes individual and group major medical health insurance
products. These lines of business had losses of $53.0 million and $51.3 million in 2001 and 2000, respectively,
and income of $38.3 million in 1999. ’

Gain on sale of interest in riverboat represents the gain recognized as a result of our sale of our 29 percent
ownership interest in the riverboat casino in Lawrenceberg, Indiana, for $260 million.

Special charges in corporate operations for 2001 include: (i) litigation accrual and expenses of $23.8
million; (ii) severance benefits of $2.9 million; (iii) losses related to office closings and the sale of artwork
totaling $6.8 million; (iv) losses related to disputed reinsurance balances totaling $8.5 million; and (v) other
losses totaling $16.9 million. Special charges in 2000 include: (i) advisory and professional fees related to debt
restructuring of $9.9 million; (ii) a portion of the loss on the sale of asset-backed loans (excluding loss related
to loans held by the finance segment) of $15.2 million; (ili) advisory fees paid to investment banks of
$44.0 million; (iv) the loss related to our exit from the subprime automobile business of $71.6 million; (v) the
amount paid to a terminated executive pursuant to his employment agreement of $72.5 million; (vi) the
amount paid to the newly hired Chief Executive Officer of $45.0 million; (vii) the value of warrants issued to
release the newly hired Chief Executive Officer from a noncompete provision of a prior agreement of
$21.0 million; and (viii) other charges of $25.8 million. These charges are described in greater detail in the
note to the accompanying consolidated financial statements entitled “Special Charges”.

Additional amortization in the corporate operations represents unrecoverable cost of policies produced
and cost of policies purchased related to the major medical business we are not renewing. The additional
amortization recognized in 2001 was $77.4 million. - ’

PREMIUM AND ASSET ACCUMULATION PRODUCT COLLECTIONS

In accordance with GAAP, insurance policy income as shown in our consolidated statement of operations
consists of premiums earned for policies that have life contingencies or morbidity features. For annuity and
universal life contracts without such features, premiums collected are not reported as revenues, but as deposits
to insurance liabilities. We recognize revenues for these products over time in the form of investment income
and surrender or other charges.

Agents, insurance brokers and marketing companies who market our products and prospective purchasers
of our products use the ratings of our insurance subsidiaries as an important factor in determining which
insurer’s products to market or purchase. Ratings have the most impact on our annuity and interest-sensitive
life insurance products. During 2000, rating agencies lowered their financial strength ratings of our insurance
companies, and many were placed on review as the agencies analyzed the impact of the events which occurred
during 2000. Such rating actions adversely affected the marketing and persistency of our insurance products
and other asset accumulation products. On November 7, 2000, A.M. Best upgraded the financial strength
ratings of our principal insurance subsidiaries to A- (Excellent) from B++ (Very Good). On October 3, 2001,
A M. Best placed the Company’s principal insurance subsidiaries “under review with negative implications”
following our announcement regarding charges to be taken in the third quarter of 2001. We are not able to
predict whether the Company’s principal insurance subsidiaries will maintain their current A- ratings. If such
ratings are downgraded, sales of our insurance products could fall significantly and existing policyholders may
redeem or lapse their policies, causing a material and adverse impact on our financial results and liquidity.

We set the premium rates on our health insurance policies based on facts and circumstances known at the
time we issue the policies and on assumptions about numerous variables, including the actuarial probability of
a policyholder incurring a claim, the severity, and the interest rate earned on our investment of premiums. In
setting premium rates, we consider historical claims information, industry statistics, premiums charged by
competitors and other factors. If our actual claims experience proves to be less favorable than we assumed and
we are unable to raise our premium rates, our financial results will be adversely affected. We generally cannot
raise our premiums in any state unless we first obtain the approval of the insurance regulator in that state. We
review the adequacy of our premium rates regularly and file requests for rate increases on our products when
we believe existing premium rates are too low. It is possible that we will not be able to obtain approval for
premium rate increases from currently pending requests or requests filed in the future. If we are unable to raise
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our premium rates because we fail to obtain approval for a rate increase in one or more states, our financial
results will be adversely affected. If we are successful in obtaining regulatory approval to raise premium rates
due to unfavorable actual claims experience, the increased premium rates may reduce the volume of our new
sales and cause existing policyholders to allow their policies to lapse. This would reduce our premium income
in future periods. Increased lapse rates also could require us to expense all or a portion of the cost of policies
produced or the cost of policies purchased relating to lapsed policies in the period in which those policies lapse,
adversely affecting our financial results in that period.
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Total premiums and accumulation product collections were as follows:

2001

2000

1999

(Dollars in millions)

Premiums collected by our insurance subsidiaries:

Annuities: -
Equity-indexed (first-year) ....................... [ - $ 3483 $§ 6029 § 8719
Equity-indexed (renewal) ..................... RN el 333 406 39.9
Subtotal — equity-indexed annuities . . e P 381.6 643.5 911.8
Other fixed (first-year) ........covviiiii i 914.5 679.4 896.4
Other fixed (renewal) ........ ittt 3925 61.3 62.1
Subtotal — other fixed annuities ................ e - 9540 740.7 9585
Variable (first-year) ........ e T . 3135 747.8 519.1
Variable (renewal) ................ e R 95.1 123.7 84.3
Subtotal — variable annuities . .................... PR 408.6 871.5 603.4
Total annuities ... ... e . 1,744.2 2,255.7 2,473.7
Supplemental health: . ‘ ‘
Medicare supplement (first-year) ................ S C121.4 101.9 106.8
Medicare supplement (renewal) ........ e e © 8537 829.1 808.8
Subtotal — Medicare supplement ........... ... ... il 975.1 931.0 9156
Long-term care (first-year) ...... e e 105.2 119.2 127.1
Long-term care (renewal) ...................... e - 783.1 716.8 666.4
. Subtotal — long-term care ............. e e 888.3 836.0 793.5
Specified disease (first-year) ................... J - 451 39.1 39.0°
Specified disease (renewal) ........... ... ... ... e 3297 3320 3373 .
Subtotal — specified diSEase . .. v\ttt 374.8 371.1 376.3
Other health (firSt=year) . ............veriiriieeanannann.n.. 11.5 29.9 23.8
Other health (renewal)................. e e PIPRC e 97.8 95.9 974
Total — other health ........................ R L1093 1258 1212
Total supplemental health ...............c.coovireinanin... 23475 2,263.9  2,206.6
Life insurance: »
First-year ..... U e e e 198.3 ©  186.6 2115
Renewal ... .. ‘ 751.3 747.6 759.2
Total life insurance ..........oo i C 0 949.6 934.2 9707
Collections .on insuraiice products from continuing operations. . . .. 5,041.3 54538 - 5,651.0
Individual and group major medical: ' ‘
Individual (first-year) ................. P e e 1128  161.1 96.4
Individual (renewal) ........ oot 253.4 246.2 233.3
Subtotal — individual ... ... e 3662 407.3 3297
Group (AIS-YEAr) ...\ ovori et ettt e 164 - 80.1 - 53,0
Group (renewal) ........covviiiiii i, e P 354.5 4232 473.0
Subtotal — group............. e P 370.9 503.3 526.0
Total major medical ..... PR L 737.1 910.6 855.7
Total first-year premium collections on insurance products . . ... .. 2,187.0  2,748.0 29450
Total renewal premium collections on insurance products ........ 3,591.4 36164  3,561.7
Total collections.on insurance products . R e £5,778.4 $6,364.4 $6,506.7.
$ 7942 $§ 4793

Mutual funds (excludes variable annuities) ................. e - $ 4687




Annuities include equity-indexed annuities, other fixed annuities and variable annuities sold through both
career agents and professional independent producers.

We introduced our first equity-indexed annuity product in 1996. The actumulation value of these
.annuities is credited with interest at an annual guaranteed minimum rate of 3. percent (or, including the effect
of applicable sales loads, a 1.7 percent compound average interest rate over the term of the contracts). These
annuities provide for potentially higher returns based on a percentage of the change in the S&P 500 Index
during each year of their term. We purchase S&P 500 Call Options in an effort to hedge increases to
policyholder benefits resulting from increases in the S&P 500 Index. Total collected premiums for this product
decreased by 41 percent, to $381.6 million, in 2001 and by 29 percent, to $643.5 million, in 2000. The decrease
can be attributed to the general stock market performance which has made other investment products more
attractive.

Other fixed rate annuity products include SPDAs, FPDAs and SPIAs, which are credited with a declared
rate. The demand for traditional fixed-rate annuity contracts has increased in 2001 as such products became
more attractive than equity-indexed or variable annuity products due to the general stock market performance.
SPDA and FPDA policies typically have an interest rate that is guaranteed for the first policy year, after which
we have the discretionary ability to change the crediting rate to any rate not below a guaranteed rate. The
interest rate credited on SPIAs is based on market conditions existing when a policy is issued and remains
unchanged over the life of the SPIA. Annuity premiums on these products increased by 29 percent, to $954.0
million, in 2001 ‘and decreased by 23 percent, to $740.7 million, in 2000. Fixed annuity collections in 1999
included $208.8 million of premiums on reinsurance contracts entered into during the year.

Variable annuities offer contract holders the ability to direct premiums into specific investment portfolios;
rates of return are based on the performance of the portfolio. In 1996, we began to offer more investment
options for variable annuity deposits, and we expanded our marketing efforts, resulting in increased collected
premiums. Our profits on variable annuities come from the fees charged to contract holders. Variable annuity
collected premiums decreased by 53 percent, to $408.6 million, in 2001 and increased by 44 percent, t0.$871.5
million, in 2000. The 2001 decrease can be attributed to the general stock market performance, which has
made other 1nvestment products more attractive.

Supplemental health products include Medicare supplement, long-term care, spec1ﬁed disease and other
insurance products distributed through a career agency force and professional independent producers. Our
profits on supplemental health policies depend on the overall level of sales, the length of time the business
rerhains in force, investment yields, claim experience and expense management.

Collected premiums on Medicare supplement policies increased by 4.7 percent, to $975.1 million, in 2001
and by 1.7 percent, to $931.0 million, in 2000. Sales of Medicare supplement policies have been affected by
increased premium rates and sales volume.

Premiums collected on long-term care policies increased by 6.3 percent; to $888.3 million, in 2001 and by
5.4 percent, to $836.0 million, in 2000 due to increases in premium rates and increased sales volume. .

Premiums collected on specified disease products were comparable in 2001, 2000 and 1999.

Other health products include: (i) various health insurance products that are not currently belng actively
marketed; and (ii) in 1999, certain specialty health insurance products sold to educators. Premiums collected
in 2001 were $109.3 million, down 13 percent from 2000. Premiums collected in 2000 were $125.8 million, up
3.8 percent over 1999. Since we no longer actively market these products, we expect collected premiums to
decrease in future years. The in force business continues to be profitable.

Life products are sold through career agents, professional independent producers and direct response
distribution channels. Life premiums-collected in 2001 were $949.6 million, up 1.6 percent over 2000. Life
“premiums collécted in 2000 were $934.2 million, down 3.8 percent from 1999. Collectlons in 1999 included
$49.2 ‘million of premiums on reinsurance contracts entered into during the year. ‘ '

© Individual and group major medical products include major medical health insurance products sold to
individuals and groups. In the second half of 2001, we began the process of non-renewing a large portion of our
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major medical business. In early 2002, we decided to non-renew all inforce individual and small group
business and discontiniue new sales. Group premiums décreased by 26 percent, to $370.9 million, in 2001 and
by 4.3 percent, to $503.3 million, in 2000. Individual health premiums decreased by 10 percent, to $366.2
million, in 2001 and increased by 24 percent, to $407.3 million, in 2000. These premrums w111 decrease
substantially in 2002 and subsequent periods.

Mutual fund sales decreased 41 percent, to $468.7 million in 2001, and increased 66 percent, to $794.2
million, in 2000. Mutual fund sales have been adversely affected by the recent performance of the stock
market. : 4

INVESTMEN TS

" Qur, mvestment strategy is to: (1) mamtam a predommately investment- -grade fixed income portfoho
(ii) provide adequate.liquidity to meet our cash obligations to policyholders and others; and (iii) maximize
current 1nvestrnent income and total investment return through active 1nvestment management. Consistent'
with this strategy, investments in fixed maturity securities, mortgage loans and policy loans made up
97 percent of our $25.0 billion investment portfolio at December 31, 2001. The remainder of the invested
assets‘" were, interest-only securities, equity securities, venture capital investments and other invested assets.

Insurance statutes regulate-the type of investments that our msurance subsrdranes are permrtted to make
and limit the amount of funds that may be used for any one type of investment. In light of these statutes and
regulatlons and our business and investment strategy, we generally seek to invest in United States government
and government-agency securities and corporate securities rated investment grade by established nationally
recognized rating organizations or in securities of comparable investment quality, if not rated.

The following table summarizes investment yields earned over the past three years on the general account
invested assets of our insurance subsidiaries (excluding the investment income from our discontinueéd major
medical business). General account investments exclude our venture capital investment in TeleCorp, separate
account assets the value of S&P 500 call optrons and the investments held by our finance segment

2000 2000 1999
(Dollars in millions)

Weighted average general account invested assets as defined: - . -
As TePOTted . . . ... $24,844.1  $24,009.7 $24,986.2

" Excluding unrealized depreciation (a) ...... e o 1256620 254613 25785.6
Net investment income on' general account 1nvested assets .......... "1,786.2 1,882.7 1,959.6
Yields earned: T o S

Asrteported........... ... ... e P U 72% - - 18% ' 1.8%
Excluding unrealized depreciation (@) o 70% 7.4% 7.6%

(a) Excludes the effect of reportrng fixed maturities at fair value as descrrbed n note L to the consohdated
ﬁnancral statements

Although investment income is a s1gn1ﬁcant component of total revenues, the proﬁtabrhty of certain of
our insurance products is determined primarily by the spreads between the interest rates we earn and, the rates
we credit or accrue to our insurance liabilities. At December 31, 2001, the average yield, computed on the cost
basis of our actively managed fixed maturity portfolio, was 7.0 percent, and the average interest rate credited
or ‘accriiing to our total insurarice liabilities (excluding interest rate bonuses for the first policy year only and
excludlng the effect of credited rates attrrbutable to variable or equrty-mdexed products) was 5 0 percent

Actzvely managed Sixed maturities -

Our actively managed fixed maturity portfolio at December 31, 2001 included primarily debt securities of
the- United States government; .public utilities and other corporations, and -mortgage-backed securities.
Mortgage-backed securities mcluded collaterahzed mortgage obhgatrons (“CMOs”) and mortgage backed
pass-through securities. .
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- At December 31, 2001, our fixed maturity portfolio had $240.1 million of unrealized gains and $1,020.9
million of unrealized losses, for a net unrealized loss of $780.8 million. Estimated fair values for-fixed maturity
investments were determined based on estimates from: (i) nationally recognized pricing-services (77 percent
of the portfolio); (ii) broker-dealer market makers (16, percent of the portfolio);.and (iii) mternally developed

‘methods {7 percent of the portfolio). -

- At December 31, 2001, approximately 7.3 pércent of our invested assets (8.1 percent of fixed maturity
investments) were fixed maturities rated below-investment grade by nationally recognized statistical rating
organizations (or, if not rated by such firms, with ratings below Class 2 assigned by the NAIC). We plan-to
maintain approximately the present level of below-investment-grade fixed maturities. These securities
generally have greater risks than other corporate debt investments, including risk of loss upon default by the
borrower, and are often unsecured and subordinated to other creditors. Below-investment-grade issuers usually
have highet levels of indebtedness and ate more sensitive to adverse economic conditions, such as recession or
increasing interest rates, than are investment-grade issuers. We are aware of these risks and monitor our
below-investient-grade securities closely. At December 31, 2001, our below-investment-grade. fixed maturity
mvestments had an amortlzed cost of $2,242.0 million and an est1mated falr value of $1,815. 6 mllhon

We per1odlcally evaluate the credltworthmess of each issuer whose securities we hold. We pay. special
attention to those securities whose market values have declined materially for reasons other than changes in
interest rates or other general market conditions. We evaluate the realizable value of the investment, the
specific condition of the issuer and the issuer’s ability to comply with the material terms of the security.
Information reviewed may include the Tecent operational results and financial ‘position of  the issuer,
information about its industry, recent press releases and other information. Conseco employs a staff of
experienced securities analysts in a variety of specialty areas who compile and review such data. If evidence
does not exist to support a realizable value equal to or. greater than the carrying value of the investment, and
such decline in market value is determined to be other than temporary; we reduce.the carrying amount to its
net realizable value, which becomes the new cost bas1s We report the amount of the reduction asa realized
loss. We recognize any recovery of such reductions in the cost basis of an investment only upon the sale
repayment or other disposition of the investment. In 2001, we recorded writedowns of fixed maturity
investments, equity securities-and other invested assets totaling $395.9 million. Our investment portfolio is
subject to the risks of further declines in realizable value. However, we attempt to m1t1gate this risk through
the diversification and actlve management of our portfolio. < T

As of December 31, 2001 our fixed maturity investments in substantive default (i.e., in default due to
nonpayment of mterest or principal) or techmcal default (i.e., in default, but not as to the payment of interest
or principal) had an amortized cost of $249.1 million and a carrying value of $209.0 million. There were no
other fixed maturity investments about which we had serious doubts as to the ability of the issuer to comply on

~a timely basis with the material terms of the instrument. ' -

- When a seeurity defaults, our policy is to discontinue the accrual of interest and eliminate, all previous
interest accruals, if we determine that such amounts will not be ultimately realized in full. Investment income
forgone due to defaulted securities was $17.6 million, $15.3 million and $8 7 million for the years ended
December 31, 2001, 2000 and 1999, respectlvely : ;

, At December 31 2001, fixed matunty investments included $8 1 bllhon of mortgage _backed securities
(or 36 percent of all fixed maturity securmes) CMOs are backed by pools of mortgages that are segregated
into sections or “tranches” that provide for. repnontlzlng of retirement of principal. Pass-through securities
receive pnnmpal and interest payments through ‘their regular pro rata share of the payments on the underlymg
mortgages backing the securities. The yield characteristics of mortgage- -backed securities differ from those of
traditional fixed-income securities. Interest and principal payments-for mortgage-backed securities occur more
frequently, often monthly. Mortgage-backed securities are subject to risks associated with variable prepay-
ments because borrowers are generally allowed to pre-pay their mortgages without penalty. Prepayment. rates
are influenced by a number of factors that cannot be predicted with certainty, including: the relative sensitivity
of the underlying mortgages backing the assets to changes in interest rates; a variety of economic, geographic
and other factors; and the repayment priority of the securities in the overall securitization structures.
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In general, prepayments on-the underlying mortgage loans and the securities backed by these loans
increase when prevailing interest rates decline significantly relative to the interest rates ‘on such loans. The
yields "on ‘mortgage-backed  securities .purchased at a ‘discount to par will increase when the - underlying:
mortgages prepay faster than expected. The yields on mortgage-backed securities purchased at a premiur will:
decrease when they prepay faster than expected. When interest rates decline, the proceeds from the
prepayment of mortgage-backed securities are likely to be reinvested at lower rates. than we were earning on
the prepaid securities. When interest rates increase, prepayments on mortgage backed securities decrease, as
fewer underlying mortgages are refinanced. When this occurs ‘the average maturity and’ duratron of the’
mortgage-backed securities increase, which decreases the yreld on mortgage -backed securities purchased ata
discount, because the discount is realized as income at a slower rate, and increases the yield on those
purchased at a premium as a result of a decrease in the annual amortization of the premrum

!

The followmg table. sets forth the par value, amortlzed cost and estlmated fa1r value, of mortgage -backed
securities, summanzed by interest rates on the underlymg collateral .at December 31, 2001

) Par' - - ‘Amortized - Estimated
o e e . ovalue - _icost- - fair value .

- (Dollars in milliots)

Below 7 percent . ................. SO IR SR ' $5,736.0 $5,688.2  $5,648.8

7 percent — 8 percent........... S . S oo oy 15087 1,4993 ¢ 1,525.2
8 percent — 9-percent....... ... ... T .. 2938 0 02948 2706
9 percent and above ............. e R S 787.2 - 789.6-  615.0

Total mortgag_e-backed securities (a) ..... e $8,325.7 $8,271.9 $8,059.6

(a)- Includes below-investment grade mortgage- -backed secuntres with an amortlzed cost and estimated fair
value of $783. 8 million and $563. 0 million, respectwely o '

The amortlzed cost and estrmated fair value -of mortgage backed securttles at December 31,2001,
summarized by type .of securrty, were as follows -

Estimated Fair Value '

% of
Amortized Fixed
Type . Cost Amount Maturities
: o o (Dollars in millions)
Pass-throughs and sequential and targeted amortization classes . ........ - $5065.7  $5,068.3:- 23%
Planned amortization classes and accretion-directed bonds . :......:.... 1,806.8 1,8050 " -8
Commercial mortgage-backed securities .............. i .. veone.. Co- 2504 . 2562 1
Subordinated classes and mezzanme ranches . vn e e et L 1,I13.1 8939 SR
Other....’..'..'...'....r ....... e el 359 7 36.2 C =
“Total mortgage -backed securities (a).. .'i LS 88,2719 $8,059.‘6 T 36%

(a) Includes below-investment grade mortgage backed securmes w1th an amortlzed cost and est1mated fair
value of $783.8 m11110n and $563.0 million, respectrvely S ‘

Pass throughs and sequential and targeted amortization classes have similar prepayment vanabrhty Pass-
throughs historically provide the best liquidity.in the mortgage-backed securities market. Pass-throughs are:
also used frequently in the dollar roll market and can be used as the collateral when creating collateralized
mortgage obligations. Sequential classes are a series of tranches that return principal to the holders in
sequence. Targeted amortrzatlon classes offer slightly better structure in return of prm01pal than sequentrals
when prepayment speeds are close to the speed at the time of creat1on ‘

- Planned amortization classes and accretion- dlrected bonds are some of the -most stable and liquid
instruments in the mortgage-backed securities market. Planned amortization class bonds adhere to a fixed
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" schedule of principal payments as long as the underlying mortgage collateral experiences prepayments within a
certain range. Changes in prepayment rates-are first absorbed by support or companion classes. This insulates
the planned .amortization class from the consequences of both faster prepayments. (average life shortenirg)
and slower prepayments (average life extensron) :

Commerc1al mortgage backed secuntres (“CMBS”) are bonds secured. by commercial real estate
mortgages. Commercral real estate encompasses income producing propertres that are managed for economic_
profit. Property types include multi-family dwellings including apartments, retail centers, hotels restaurants,
~ hospitals, nursing homes warehouses and office burldmgs Most CMBS have strong call protection features
whére borrowers are locked out from prepayrng their mortgages for a stated penod of time. If the borrower
does prepay any ‘or all of the loan,. they will be required to pay prepayment penaltles

Subordinated and mezzanine tranches are classes that provide credit enhancement to the senior tranches
The rating agencies require’ that-this credit enhancement not deteriorate due to prepayments for a perlod of
time, usually five years.of compléete lockout followed: ‘by another period of time where prepayments are shared
pro.rata with senigr-tranches. The credit risk of subordinated and mezzanine tranches is derived from owning a
small percentage of the mortgage collateral, while bearing a majority of the risk of loss due to property owner
defaults. :Subordinated bonds can be anything rated “AA™ or lower, while typically we do not buy anything
lower than “BB”. We retained certain lower-rated securities that are senior in payment priority to the interest-
only securities from the securitization transactions completed by our finance segment prior to September 8,
1999. These-securities are classified as. subordmated class and mezzanine tranche type securities and have an-
amortized cost and estrmated farr value of $704.9 million and $528.5 million, respectively, at December 31,
2001.

During 2001 we sold $24 2 billion of investments (prrmarﬂy fixed matur1t1es) resulting in $319 4 million
of investment gains and $354.5 million of. 1nvestment losses (both before related expenses, amorttzatron and
taxes). Such securities were sold in response to changes in the 1nvestment environment, which created
opportunities to enhance the total réturn of the investment portfoho without adversely affecting the quality of
the portfolio or the riatching of expected: maturities of assets-and liabilities.- As discussed in.the notes to the
consolidated financial statements, the realization of gains and losses affects the timing of the amortization.of
the cost of policies produced and the cost of policies purchased related to universal life and 1nvestment
products

* Venture capital investmient in TeleCorp

Our venture capital investment in TeleCorp was made by our subsidiary.which engages in venture capital-
investment activity. TeleCorp is a company in the wireless communication business. Our investment. in
TeleCorp (currently AWE as described in the following paragraph) is carried at estimated fair value, with.
changes in fair value recognized as investment income (loss).-We held 12.6 million shares of TeleCorp:
common stock with a fair value of $157.5 million at December 31, 2001 ($12.49 per share). The market
values of many companies-in TeleCorp’s business sector have been subject to volatility in recent periods. We
recognized venture capital investment income (loss) of $(42.9) million, $(199 5) million and $354.8 million
in 2001 2000 and 1999, respect1vely, pnmanly related to this 1nvestment S :

In the ﬁrst quarter of 2002, AWE acqurred TeleCorp Pursuant to the merger agreement our shares of
TeleCorp were converted into 11.4 million shares of AWE. Upon the completion of the merger, there are no
restrictions on our ability to.sell our interest in AWE. We expect to sell {or monetize through borrowing -and
forward sale:transactions) our remarnmg interest in AWE durmg 2002 in conJunctron wrth our plans to meet
‘our-debt obligations. - - : :

At March 18, 2002, our holdrngs of AWE common stock included: 103 million shares valued at
$102.2 million (whrch shares have not been monetized); and 1.1 million shares which are held as collateral for
a $12.1 million investment borrowing transaction and are subject to a forward sale contract pursuant to which
the Company has agreed to sell between .6 million and 1.l million shares of AWE common stock for

~$15.5 million on November 15, 2006. The number of shares purchased will be based on the $15.5 million
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- purchase price and the price of AWE common stock at-the purchase date. However' such price will be no
lower than $14.9862 per share and no higher than $24.3527 per share pursuant to the terms of the forward sale
contract.

The forward;contract is a derivative that is required to be marked-to-market each period. Since the
hedged asset (i.e., a portion of the shares of TeleCorp we own) is required to be carried at market value, the
hedge rules of Statement of Financial Accounting Standards No. 133, “Accounting for Derivative Instruments
and Hedging Activities”, are not applicable. However, since the value of the derivative will fluctuate in
relation to the change in value of the related TeleCorp common stock, we expect the forward contract to act'as
a hedge and reduce earnings volatility associated with the TeleCorp common stock. At December 31, 2001,
the value of the derivative was not significant.

_ During the fourth quarter of 2001, we sold 4.6 million shares of TeleCorp common stock to certain
investment trusts for $60.3 million. Conseco and its subsidiaries hold all of the debt securities issued by the
trusts; a third party owns the equity securities. The trusts are further descnbed in note 3 to the consolidated
financial statements.: . S ‘ dh L

' Other investments

At December 31, 2001, we held mortgage loan investments wrth a carrying value of $1 228.0 mrlhon (or
4.9 percent of total 1nvested assets) and a fair value of $1,210.7 million. Mortgage loans were substantially
comprised of ‘commercial loans. Noncurrent mortgage loans were insignificant at December 31, 2001.
Realized losses on mortgage loans were not significant in any of the past three years.-At December.31, 2001,
we had a mortgage loan loss reserve of $3.8 million. Properties located in' Florida, New York, Ohio and
Pennsylvania each represent 7 percent of the mortgage loan balance. In addition, properties located in Texas,
Massachusetts, California and Maine each represent 5 percent of the mortgage loan balance No other state
accounted for more than 4 percent of the mortgage loan balance.

At December 31, 2001, we held $4.0 million. of trading securities; they .are 1ncluded in other invested
assets. Trading securities, are investments we intend to sell in the near term. We carry trading secuntres at
estimated farr value; changes in fair value are reﬂected in the’ statement of operatrons

-Other invested assets also include: (i) S&P 500 Call Options; and (11) certain nontradrtlonal investments,
including investments in limited partnerships, mineral rights and promrssory ‘notes.

As part of our investment strategy, 'we enter into reverse repurchase agreements and dollar-roll
transactions to increase our retirn on investments and i improve our 11qu1d1ty Reverse repurchase agreernents
involve a sale of securities and an agreement to repurchase the same securities at a later date at an agreed-
upon price. Dollar rolls are similar to reverse repurchase agreements except that the repurchase involves
securities. that are only substantially the.same as the.securities sold. We enhance our investment yield by
investing the proceeds from' the sales in- short-term -securities pending the contractual repurchase of the
securities at discounted prices in the forward market.-We are able to engagein such transactions due to the
market demand for mortgage-backed securitiés to form CMOs. At December 31, 2001, we had investment
borrowings of $2,242.7 million. Such investment borrowings averaged $1,029.7 million during 2001 and were-
collateralized by investment securities. with fair values-approximately equal to the loan value. The weighted
average interest rate on such borrowings was 3.3 percent-in 2001. The primary risk associated with short-term.
collateralized.borrowings is that the counterparty might be unable to perform under the terms of the contract.
Our éxposure is limited to the excess of the net replacement: cost of the securities over the value. of the short-.
term investments' (which was not material at December 31, 2001). We believe that the counterparties to our
reverse repurchase and dollar-roll agréements are financially responsible and that counterparty risk is minimal.

FINANCE RECEIVABLES AND RETAINED INTERESTS IN SECURITIZATION TRUSTS

F inance. recetvables

" Finance receivables, ‘including recervables which: serve'as collateral for the notes 1ssued to investors in
securitization trusts of $14,198.5 million and $12,622.8 million- at December 31, 2001 and 2000, respectively,
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summarized by business line and categorlzed as either: (1) a part of contmulng lines; or (11) a. part of our
discontinued lines, were as follows: . . Lo .

December 31,
. 2001 2000

_ (Dollars in mllhons)

Continuing lines: : . - S e IR _‘
Manufactured housing ... .. ....... ... ... 0 T T SR ..$ 7,549.7: $ 5.865:1

MOTtEAZE SETVICES. . v i vttt et e innns e s T 6T 6,499.1
Retail credit ......... S e AET e e e 2,690.0 01,7639
Consumer finance — closed-end .. .......... O A S ©587.1 v "822.4
Floorplan (@) ... ovovvin e e 4369 637.0
S o N _ T _ 18,050.8 ~ 15,587.5

Less allowance for credit losses ................ vl aen P 408.3 . 266.2
Net finance receivables — for. continuing lines . .......................... 17,642,5 . :-15,321.3.
Discontinued HNes ... .........uunoe e L3797 1,207.1
Less allowance for credit 10SS€S .. ... .t i e e T 13.0 40.6
Net finance: receivables — for: dlscontrnued lines ....uc. il o S 366.7  1,166.5
Total finance, feceivables . . .. R DT ... 7 '818,009.2 $16,487.8

(a) We decrded to- reduce the size of our ﬂoorplan lendmg busrness in early.: 2002.

Subsequent to September 8, 1999, we are using the portfolio method (the accounting method requrred for
securitizations which are.now structured as secured borrowrngs) to account for securitization transactions. Our
securitizations are now structured in a mannér that requires them to be accounted for under the portfolio
method, whereby the-loans and securitization debt remain. on our balance sheet pursuant to SFAS 140.

The change to the structure of our new secuntrzatlons has 1 no eﬁ”ect on the total profit we recognize over
the life of each new loan, but it changes the timing of profit recognition. Under the portfolio method (the
accounting method 'required for our securitizations which are.structured as secured borrowings), we recognize:
(i) earnings over the life of new loans as.interest revenues are generated; (ii).interest expense on the securities’
which are sold to 1nvestors in the loan securitization trusts; and (iii) provisions for losses. As a result, our
reported earnings from new loans securitized in tfansactions accounted for under the portfolio method are
lower in the perlod in which the loans are securitized (compared to our historical method) and hrgher in later
perrods as rnterest spread is earned on the loans.

The securitizations structured prior to our September 8, 1999, announcement met the applicable criteria
to be accounted for as sales. At the.time the loans were securitized and sold, we recognized a gain and
recorded our retained interest represented by the interest-only security. The .interest-only security represents:
the right te receive, over the life.of the pool of receivables: (i) the excess of the principal and interest received’
on the receivables transferred to the special purpose entity over the principal and interest paid to the holders of:
other interests in the securitization; and (ii) contractual servicing fees. We consider any potential payments
related to the guarantees of certain lower rated securities issued by the securitization trusts in the projected.
cash flows used to determine the value of our interest-only securities. In some of those securitizations, we-also
retained certain lower-rated securities that are senior in"payment priority to the interest-only securities. Such
retained securities had a par value, fair market value and amortized cost of $753.5 million, $528.5 million and
$704.9 million, respectively, at December 31, 2001, and were classified as actively managed fixed maturity
securities.

We completed various_loan sale transactions in 2001 and 2000. During 2001, we sold $1.6 billion of
finance receivables which included: (i) our $802.3 million vendor services loan portfolio (which was marked- -
to-market in the fourth quarter of 2000 and no, additienal gain. or loss was recognized in 2001);
(ii) -$568.4. million of high-loan-to-value mortgage loans; and (iii) $269.0 million of other loans. These sales

56




resulted in net gains of $26.9 million. The Company -entered into a servicing agreement on the: high-loan-to-
value mortgage loans sold. Pursuant to the servicing agreement, the servicing fees payable to the Company are
senior to all other payments of the trust which purchased the loans. The Company also holds a residual
interest in certain other cash flows of the trust. In the future, the Company will sell this interest, if it can be
sold at a reasonable price. The Company did not provide any guarantees with respect.to-the performance of
the loans sold. In 2000, we sold approximately $147.1 million of finance receivables in whole-loan sales
resulting in net gains of $7.5 million. SRR

We expect to continue to utilize the Company’s infrastructure to originate certain types of finance
receivables for sale to other parties, when such sales can be completed proﬁtably

We service for a fee all of the finance receivables we previously sold in securitization' transactions
accounted for as sales. We collect, in the special purpose securitization entity, loan payments, and where
applicable, other payments from borrowers and remit principal and interest payments to holders of the
securities backed by the finance receivables we have sold. The cash applicable to the serv1cihg fee and residual
interest is remitted from the special purpose entity to the Company, after payment of all requ1red pr1nc1pal
interest and reserve fund requirements.

"Managed finance receivables by loan type were as follows:

December 31,;
2001 2000
(Dollars in mllhons)

Continuing lines: . SRR - oL e
Fixedterm................. e $39,092.4  $41,871.3

Revolving credit .......... e e e [P, 3,625.5 .- 3,030.7

Discontinued lines ................. e e L. .. 2844 11,6839

A Total.’._ ..................... e T, e $43,002.3 $46,;585.9
Number of contracts serviced: R o )

Fixed term contracts — ‘continuing lines ........... el S 1,164,000 1,286,000

~ Revolving credit accounts — continuing lines ........... e o T 1,486,000 972,000

" Discontinued 1INES . ... . ittt e R 12,000 285,000

' Totalt ........................... JE L1 S e ©2,662,000 2,543,000

At December :31; 2001, no single state accounted for more than 9 percent of the contracts we serviced. In
addition, no single contractor, dealer or vendor accounted for more than 1 percent of the total contracts we
originated. : ,




<. “The credit quality of managed finance receivables was as follows: <~ =

P R R U heE

VLo R

L2000 2000

60 days and -over del1nquenc1es as a'percentage of managed ﬁnance recelvables at

. penod end: - ooy . - : . : oo .
Manufactured housing ............... it Looadln T 2.45% . 2.20%
- Mortgage services (a) ...... ... O 23 93
“Retail credit. . ... . i s s T 339 - 3,04
Consumer finance — closedend ....... e R 108 67
.. Floorplan ....... P P I .58 31
_ Discontinued. lrnes e T eeeee L2350 170
T Total.,........... e R e 210%  1.76%
Net credit losses 1ncurred dunng the last “twelve months as a percentage of o '
average managed ﬁnance rece1vables dunng the penod et e . S
“Manufactured housing . ............................ R SR 2.14%  161%
MOTEZAZE SETVICES . .. vt e v e ettt et e et e e et et e e e e e eees L. 195 1.17
Retail credit ... ....... ... .. o .. T T M 7.80.. . .5.30
Consumer finance —closed-end ........................ e 2.50 2.02
: Floorplan e e e e e e 1.00 31
CDASCONtMUEd TNES . . . o\ o ettt e 5.73 5.34
Total . e 2.41% 1.79%
Repossessed collateral inventory as a percentage of managed finance receivables T EERC
~ at period end (b): o : o T
' " “Manufactured housing .................... e e L 245% - - 1.73%
Mortgage serviges (¢) ... .. e e e e e co 407" - 297
wRetail credit . 2. e e . A3 —
* Consumer finatice — closed-end . ..........oeeeeeeinrii e ... 103 .96
o Floorplan . ... o .69'. 44
* . Discontifued lires . . ....... PR PR LT T a0 839
o j‘Total'._:.._".,.'. . P PENUOR LRSS SRR 2.68%  2.08%

(a) 60- days and -over' dehnquencres exclude loans in foreclosure

(b). Ratio of: (1) outstanding loan principal balance related to the repossessed 1nventory (before writedown)
to: (ii) total receivables. ‘We writedown the value of our repossessed 1nventory to esnmated reallzable
value at the:time of repossession...” . N - S R :

(e) Repossessed collateral inventory includes loans in the process of foreclosure.
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The credit quality of on-balance sheet finance receivables was as follows:

December 31,. o

60-days-and-over delinquencies as a perceritage of on-balance sheét finance -
receivables at period end: . o , L o
Manufactured housing ............0. .ol - 3.08% 2.08%
Mortgage services (a) ... .. T e 94 5
~ Retail credit. |.......... F o339 304
Consumer ﬁnance——closed end ... L Mieeeioo L33 .61
Floorplan .:..... e e P L S8 3r
Discontinued lines......... . AP . 272 7209
TOtal .ot SR e ‘ 219% 1.48%
Net credit losses incurred during the last twelve months as a percentage of :
average on-balance sheet finance receivables dunng the perrod S '
Manufactured housing ........ e S e I ' 1.87% = .88%
Mortgage services . ... ... U PR S 153 055
Retail credit. ... ... e L 7.80 547
Consumer finance — closed end .......... PR S 202 99
Floorplan .......,.......0..... .00 - s
Discontinued lines. . ................ SRR e cene il 466 5.39
Total .......0 oo iveee. L L 250% 1.69%
Repossessed collateral 1nventory as a percentage of on- balance sheet ﬁnance ’ ‘ '
receivables at period end (b) (c) ' ‘ ‘ ‘ o . A
Manufactured housmg T, . 241% - 118%
Mortgage services (d) ........... F P, e © 350 - 1.28
Retail credit....... ..o e 13 —
Consumer finance — closed-end ................. [ e 1.15 -.76
"Floorplan ............... e e L 69 A4
Discontinued lines ................. e B 292 5.65.
Total .......... e RO e 237% 1.35%

(a) 60-days-and-over delrnquencres exclude loans in foreclosure.

(b) Ratio of: (1) outstanding loan pr1nc1pal balance related to the repossessed 1nventory (before wntedown)
to: (2) total receivables. :

(c) Although the ratio is calculated using the outstandmg loan pnn01pal balance related to the repossessed
" inventory, the repossessed mventory is'written down to net reallzable Value at the tlme of repossesswn or
completed foreclosure. :

(d) Repossessed collateral 1nventory includes'loans in foreclosnre. -

- - These ratios increased during 2001 pnmanly as a result of: (i) the increases in’delinquencies and credit
losses as the portfolios age; (ii) changes in the mix of managed réceivables; and '(iii) - underlying loss
experience. Such ratios were favorably impacted by our various loss mitigation policies. If we apply loss
mitigation policies, we generally reflect the customer’s delinquency status as not being past due. We believe
our loss experience has deteriorated in recent periods due, in part, to general economic factors. See provision
for losses related to ﬁnance operations for further discussion of our recent experience and loss mitigation
strategles

Delinquencies on loans held in our portfolio and our abrlrty to recover collateral and rmtlgate loan losses
can be adversely impacted by a variety “of factors, many of which are: outside our control. For example,
proposed changes to the federal bankruptcy laws, applicable to individuals would make it more difficult for
borrowers to seek bankruptcy protection, and the prospect of these changes may encourage certain borrowers
to seek bankruptcy protection before the law changes become effective, thereby increasing delinquencies.
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When loans are delinquent and we foreclose.on the loan, our ability to sell collateral to recover or. mitigate our
loan losses is subject to the market value of such collateral. In manufactured housing, those values may be
affected by the-available inventory of manufactured homes on the market, a factor over which we have no
control. It is also dependent iipon demand for new homes, which is tied to economic factors in the general
economy. In addition, repossessed collateral-is generally in poor condition, which reduces.its value.

_ Recently, many consumer lenders have stopped or significantly scaled back the1r consumer finance
‘operations in the manufactured housing sector. These lenders began to foreclose on collateral pledged to
sécure loans at.a more aggressive raté. We may face increased competition from such lenders’ in disposing of
collateral pledged to secure our loans. Often collateral is in similar forms. There is a limited number of buyers
and the exiting consumer lenders may be willing to sell their foreclosed collateral at prices significantly below
fair value. As aresult, collateral recovery rates we can realize may fall, which could have an adverse effect on
our financial pos1t1on and results of operatrons

Retained Interests in Securitization Trlgsls

. Our retained interests in the securitization transactions structured prior to September 8, 1999, include
mterest -only securities, certain subordinated securitiés (which are senior to the interest-only securities) and
servicing rights. The interest-only securities and subordinated securities are carried at estimated fair value On
a quarterly basis, we estimate the fair value of these securities by d1scount1ng the projected future cash flows
using current assumptions. Tf'we determine that the differences between the estimated fair value and the book
value of these securities is a temporary difference we adjust shareholders’ equity. At December 31, 2001, this
adjustment increased the carryrng ‘value of the interest- only securities by $10.4 million to $141 7 million.
Declines in value are considered t6 be other than temporary when: (i) the fair value of the security is less than
its carrying value; and (ii) the trmrng and/or amount of cash expected to be received from the security has -
changed adversely from the previous valuation which determrned the carrying value of the secunty When
both occur, the security is written down to fair value

- The assumpt10ns we use to determine new values'are based on our internal evaluations and consiiltation
w1th external adyisors having significant experience in valuing these securities. Although we believe our
methodology is reasonable, many of the assumptions and expectations underlying our determinations are not
"possible to predict with certainty-and may change adversely in the future for reasons beyond our control.
Largely as a result of adverse changes in the underlying assumptions, we recognized 1mpa1rment charges of
$386.9 million ($250.4 million after tax) in 2001, $515.7 m1111on ($324.9 million after tax) in 2000 and
$554:3' million ($349.2- million*after tax) in 1999 to reduce the book value of mterest -only securities and
serv1crng rights as described above under “Finance Operations.”

In conjunctron w1th the sale of certam ﬁnance recervables our ﬁnance subsrdrary provrded guarantees
related to the prrnc1pa1 and interest payments of certain lower rated securities issued to third parties by the
securitization trusts. Such securities had a total pnncrpal balance outstanding of $1. 5 billion at December 31,
2001. We consider any potential payments related to these guarantees in the prO]CCth cash flows used to
determine, the value of .our interest-only securities. At December 31, 2001, the value of ourinterest-only
securltres of $141. 7 mrlhon reﬂected estrmated guarantee payments related to bonds . held by others of
$39 8. million.

~ Baséd on ‘bur current assumptrons and expectatlons as 10 future events related to the loans underlying our
-retamed mterests we have prolected that ‘the adverse loss experrence in 2001 will continue into 2002 and then
improve over time. -As a result of these assumptions, we project ‘that payments related to the’ guarantees
(including the guarantee payments described in the preceding paragraph and guarantee payments related to
the subordinated securitiess we. hold) will exceed .the gross cash.-flows from the interest-only securities by
approximately $90 million in 2002- and $60 million in 2003. We project that the gross cash flows from the
interest-only securities will exceed the payments related to guarantees-issued in conjunction with the sales of
certain-finance receivables by approximately $5 million and $15 rnllhon in 2004 and 2005, respectrvely, and by
approx1mate1y $580 million. in all years thereafter. - . . . - . .
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Effective September 30, 2001, we transferred.substantially all-of our interest-only securities into a trust:
No gain or loss was recognized upon such transfer. In return, we received a trust security representing an
interest in the trust equal to 85 percent of the estimated future cash flows of the interest-only securities held in
the trust. Lehman purchased the remaining 15 percent interest. The value of the interest purchased was $55.2
million at December 31, 2001. The Company continues to be the servicer of the finance receivables underlying
the interest-only securities transferred to the trust. Lehman has the ability to accelerate the principal
payments related to their interest after a stated period. Until such time, Lehman is required to maintain a
15 percent interest in the estimated future cash flows of the trust. By aggregating the interest-only securities
into one structure, the impairment test for these securities will be conducted on a single set of cash flows
representing the Company’s 85 percent interest in the trust. Accordingly, adverse changes in cash flows from
one interest-only security may be offset by positive changes in another. The new structure will not avoid an -
impairment charge if sufficient positive cash flows in the aggregate are not available. Further increases in cash
flows above the adverse cash flows cannot be recognized in earnings.

We carry our servicing rights at the lower of carrying value or estimated fair value stratified by product
type and year of securitization. To the extent the recorded amount exceeds the fair value for a given strata, we
establish ‘2" valuation allowance through a charge to. earnings. Such valuation allowance increased by
$122.1 million and $81.6 million in 2001 and 2000, respectively. The fees we receive for servicing the
securitized portfolio are often subordinate to the interests of other security holders in the trusts.

No assurances can be given that our current valuation of retained interests will prove accurate in future
periods. In addition, we have retained certain contingent risks in the. form of guarantees of certain lower rated
securities issued by the securitization trusts. If we have to make more payments on these guarantees than we
anticipate, we may be required to recognize additional impairment charges or to make payments on the
guarantees, which, in turn, could have a material adverse effect on our financial condltlon or results of
operatlons : ‘

' CONSOI.:IDATED 'FINANCIALK CONDITION

Changes in the consoltdated balance sheet of 2001 compared with 2000

Changes in our consolidated.balance sheet between December 31, 2001 and December 31, 2000 reﬂect
(i) our operating results; (ii) our origination of finance receivables; (iii) the transfer of finance receivables to
securitization trusts and sale of notes to investors in transactions accounted for as secured borrowmgs ,
(iv) changes in the fair value of actrvely managed fixed maturity securities and interest-only securities; and
(v) various financing transactions. Financing transactions (described in the notes to our consolidated financial
statements) include: (i) the issuance of common stock pursuant to the stock purchase contract component of
the FELINE PRIDES; and (ii) the issuance and repayment of notes payable. ‘

In accordance with GAAP, we record our actively managed fixed maturity investments, interest-only
securities, equity securities and certain other invested assets at estimated fair value with any unrealized gain or
loss (excluding impairment losses which are recognized through earnings), net of tax dnd related adjustments,
recorded as a component of shareholders’ equity. At December 31, 2001, we :décreased the carrying value of
such investments by $816.0 million as a result of this fair value adjustment. The fair value: adJustment resulted
in a $1,241.9 million decrease in carryrng value -at year-end 2000. ' :

Total capital shown below excludes debt of the finance segment used to fund- ﬁnance receivables. Total
capital,. before the fair value adjustment recorded in accumulated other comprehensrve loss, decreased




$1,290.2 million, or 10 percent, to $11.2 billion. The decrease is primarily due to our reduction of. corporate
notes payable and our operatmg results for 2001. .

- 2001 2000

(Dollars m mrlllons)

Total capltal excludmg accumulated other comprehensrve loss:

Corporate notes payable ......... .. ... . o $ 4,087.6- $ 5,05_5.0_ )

Company- obllgated mandatorily redeemable preferred secuntles of o .

‘ sub51d1ary trusts e P e 1,914.5 2,403.9

Shareholders’ equity: _ ' L .

' Preferredstock.._..4................‘..........._.;:...'..,..i.. 499.6 . 4868.
~ Common stock and additional paid-in capital .................... 3 4843 2, 9118 )
‘Retained earnings . . ........c.ovuteniinnnnn. 12081‘ 1,626.81

Total shareholders’ equity, excludmg accumulated other o o ] :

) comprehensive T .. 519207 5,025.4

‘Total capital, excludmg accumulated other comprehenswe loss : 11,194.1 12,4843
- Accumulated other comprehensrve loss ...... . JOR i (439.0) (651 0)

Total capital ......... e e e, . $10,755.1 - $ll,833.3

Corporate notes payable decreased durmg 2001 primarily due to the repayment of notes payable using the
proceeds from our asset sales (1ncludmg the sale of our mterest in the nverboat and sale of our. Vendor serv1ces
ﬁnancmg busmess)

Shareholders’ equity, excluding accumulated other comprehenszve loss 1ncreased by $166.6 million in
2001, to $5.2 billion. Significant components of the increase included: (i) the issuance of 11.4 million shares of
Conseco common stock pursuant to the stock purchase contract component of the FELINE PRIDES.with a
carrying amount of $496.6 million; and (ii) the issuance of 3.4 million shares of Conseco common stock with a
value of $52.1 million in conjunction. with the acquisition of ExIService.com, Inc.. These increases were
partially offset by our net loss of $405.9 million. The accumulated other cornprehenswe loss decreased by
$212:0 million, pr1n01pally related to the increase in the fair value of our ‘insurance compames investment
portfolro : - '

Book value per common share outstanding 1ncreased to.$12. 34 at: December 31, 2001, from $11.95a year
earher Such change was primarily attributable to the factors dlscussed in-the previous paragraph. Excluding
accumulated other. comprehensive loss, book value per common. share outstandmg was $13.61 at Decem-
ber 31, 2001, and $13.95 at December 31, 2000.

Goodwill (tepresenting the excess of the amounts we paid to acquire companies over. the fair value of net
assets acquired in transactions accounted for as purchases) was $3,695.4 million and $3,800.8 million at
December 31, 2001 and 2000, respectively, Goodwill as a percentage of shareholders’ equity was 78 percent
and 87 percent at. December 31, 2001 and 2000, respectively.. Goodwill as a percentage of total capital,
excluding accumulated other comprehensive loss, was 33 percent and 30 percent at December 31, 2001 and
2000, respectively. We believe that the life of our goodwill is indeterminable and, therefore, have generally
amortized its balance over 40 years as permitted by generally accepted accounting principles. Amortization of
goodwill totaled $109.6 million, $112.5 million, and $110.1 million during 2001, 2000 and 1999, respectively.
If we had determined the estimated useful life of our goodwill was less than 40 years, amortization expense
would have been higher.

We monitor the value of our goodwill based on our best estimates of future earnings considering all
available evidence. Pursuant to current generally accepted accounting principles, we determine whether
goodwill is fully recoverable from projected undiscounted net cash flows from earnings of the business
acquired over the remaining amortization period. Recent evaluations of goodwill indicate it is recoverable. The
Financial Accounting Standards Board issued Statement of Financial Accounting Standards No. 141,
“Business Combinations”, and No. 142 (“SFAS 142”), “Goodwill and Other Intangible Assets” in

62




June 2001. Under the new rules, intangible assets with an indefinite life will no longer be amortized in périods
subsequent to December 31, 2001, but will be subject to annual impairment tests (or more frequent under
ceftain circumstances) as specified in the new guidance, effective January 1, 2002. The Company has
determined that all of its goodwill has an indefinite life and is therefore subject to the new rules. Application of
the nonamortization provisions is expected to improve our financial results by approximately $110 million
(approximately $.29 per share based on diluted shares outstanding for the year ended December 31, 2001,
without adjustment for antidilution) in the year ended December 31, 2002.

_ "Pursuant to SFAS 142, the goodwill impairment test has two steps. For Conseco, the first step consists of
determining the estimated fair value of the business units comprising our insurance segment. The acquisition
of Conseco Finance was accounted for as a pooling of interests: accordingly, there is no goodwill associated
with our finance segment. The estimated fair value will be compared to the unit’s book value. If the fair value
exceeds the carrying amount, the test'is complete and goodwill is not impaired. If the estimated fair value is
less than the carrying value, the second step of the impairment test must. be performed. Although SFAS 142is
required to be adopted as of January 1, 2002, the transition provision gives the Company until June 30, 2002 to
complete the first step of the initial impairment test. The significant. factors used to.determine the estimated
fair value of our insurance business includes analyses of industry market. valuations, historical and projected
performance of the Company, discounted cash flow analysis and the current market value of our common
stock. Conseco expects to complete step 1 prior to the June 30,.2002 deadline. At December 31, 2001, the
closing market price of a share of Conseco common stock was $4.46 compared to the book value per common
share, excluding accumulated other comprehensive income (loss), of $13.61. Pursuant to the guidance in
SFAS 142, quoted market prices in active markets are the best evidence of fair value and shall be used as the
basis for measurement, if available. However, the market value. of our common stock is only partlally based on
the value of our insurance segment, and therefore, need not be the sole basis of the determination of the fair
value of the insurance segment. Although all of the analyses required to complete step 1 have not yet been
completed, Conseco believes that the carrying value of the business units comprising our insurance segment
will exceed their estimated fair value and that we will be required to complete the second step, which must be’
completed by the end of 2002. This step is more complex than the first step because it involves the valuation of
all assets and liabilities, and then comparison of the business unit’s “implied goodwill” with the «carrying value
of its goodwill. If the carrying value exceeds the implied value in the initial application of this standard, an
impairment loss is recognized as a cumulative effect of a change in accounting standard Subsequent
impairments, if any, would be classified as an operating expense.

- The Company is currently evaluating the carrying value of goodwill-under this standard and expects to be
able to meet the transitional time line described above. We expect to record some level of impairment: of
goodwill in 2002 as a result of adopting this standard; however, the amount of such impairment, which could

' be material, is unknown at this time and is dependent upon the estimated fair market value of the insurance
segment, which is currently in process. If we determine that an impairment charge is necessary based on our
initial test, the rules require that we recognize the charge in the first quarter of 2002 (through restatement of
first quarter results, if such impairment test is completed subsequent to March 31, 2002, as permitted by the
transition provisions of the new rules). Although this standard will increase the Company’s results of
operations in the future due to the elimination of goodwill amortization from our statement of operations, any
impairments would result in a charge calculated as discussed in the preceding paragraphs. In the first quarter
of 2002, our bank credit facilities were amended so that any charges taken to write off goodwill to-the extent
required by SFAS 142 will be-excluded from the various financial ratios and covenants we are requ1red to meet
or maintain. : ‘ ‘ -

. During 2000, we recngnizéd a"speciaii éhérgc and reduced goodwill by $20.3 million, representing the
difference between: (i) the carrying value of the net assets of the vendor services financing business; and
(ii) the anticipated proceeds from the sale of such-business, which was completed in the first quarter of 2001.




~

Financial vatios - P o 1,

Book value per common share . y ‘ L . ‘ S
Asreported ...l e $12.34 $11.95 $15.50 $16.37 $16.45
Excludlng accumulated other comprehenswe income ‘ L _ ‘

(108S) () ' vneeit e 13.61:, 13.95 1785 1646 1580
Excluding goodwill and accumulated other
. comprehensive income (loss) (&) ..-....... SRS 2.89 227 5.86 391 388

Ratio-of earnings to fixed charges fe U SRR S
CAsTEported ...l () “(h)  298x  3.30x = 5.55x
Excluding interest expense-on dlrect third party debt of S o = o

Conseco Finance and investment borrowings (b) .. .. () (h) 327x :6.30x 13 OOx

Ratio-of operating earmngs to ﬁxed charges (c) o

Asreported I .. e e e 1.26x . 1.21x  3.11x . 4.00x -6. 09x
Excluding interest expense on direct third -party debt of L : I
- Conseco Finance and investment borrowings (b) ... . 2.09x © 1.68x  5.56x  7.94x 14_.43x

Ratio of earnings to fixed‘charges, preferred-stock -+ = R o ) \
dividends and distributions on- Company-obhgated
mandatonly redeemable preferred securities of subsidiary
trusts:’ S _ ' :

- As reportéd . ... .. e S o (g) (i)’ 220x  247x  4.10x

Excludrng 1nterest expense on d1rect third party
debt of Conseco Finance and mvestrnent . ‘ . o
borrowmgs (B) eee . (g (1) 298  3.55x 672
Ratio of operating earnings. to fixed charges, preferred . ‘ h ' ) o
stock dividends distributions on Company-obligated
_mandatorily redeemable and preferred securities of
' subs1d1ary trusts (c):. S ' _ » ‘
As reported . ... .. P PR PR CLI2x 1.04x  2.29x  3.00x  4.49x
Excludmg interest expense on direct third party N
debt of Conseco Finance and investment

Cborrowings, (b) ... 1.37x . 1.10x  3.14x  447x ..7.45x
Ratmg agency ratios (a) (d). (e) v e S .
- Corporate debt to.total capital ...................... v 3% 40% 34% . 34% 27%

. Corporate debt and Company-obligated mandatorily . : » B
- redeemable preferred securities of subsidiary trusts to : . .
“- total capital . ... o el e e 54% 60% 54% 53% 43%

(a) Excludes accumulated other comprehenswe 1ncome (loss)

(b) We 1nclude these ratios to assist youin analyzing the 1mpact of interest expense-on debt related to ﬁnance
. receivables and other investments (which is generally offset by interest earned on finance receivables and
..other investments financed by such debt). Such ratios are not intended to, and do not, represent’ the
following ratios prepared in accordance with GAAP: the ratio of earnings and operating earnings to. fixed
charges; or the ratio of earnings and operating earnings to fixed charges, preferred stock dividends and
distributions on Company-obligated mandatorily redeemable preferred securities of subsidiary trusts.

(¢) Such ratios exclude the following items from earnings: (i) net investment gains (losses) (less that portion
. of amartization of cost of policies purchased and.cost of policies produced and income taxes relating to-
such gains (losses)); (ii) the venture capital income (loss) related to our investment in TeleCorp;
(iii) the gain on the sale of our interest in a riverboat; (iv) special items not related to the continuing
operations of our businesses (including impairment charges to reduce the value of interest-only securities

and servicing rights, special charges and the provision for losses related to loan guarantees); (v) the effect
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on amortization of the cost of policies purchased and produced of changes in assumptions .used to
estimate future gross profits of insurance businesses; and (vi) the net income (loss) related to the
discontinued major medical business. Operating earnings are determined by adjusting GAAP net income
(loss) for the above mentioned items. While these items may be significant components in understanding
and assessing our consolidated financial performance, we believe that the presentation of operating
earnings enhances the understanding of our results of operations by highlighting net income attributable
to the normal, recurring operations of the business and by excluding events that materrally drstort trends
in net income (loss). '

These ratios are not intended to, and do not, represent the following ratios prepared in accordance with.
- GAAP: the ratio-of earnings to.fixed charges; or the ratio of earnings to fixed charges, preferred stock

dividends and distributions -on Company- obhgated mandatorily redeemable preferred securities of
. subsidiary:. trusts.

(d) Excludes the direct debt of the ﬁnance segment used to fund finance recelvables and investment
borrowings of the insurance segment.

(e) These ratios are calculated in a manner discussed with rating agencies.

(f)- For such ratios, adjusted earnings were $419.4 million less than fixed charges. Adjusted earnings for the

- year ended December 31, 2001, included: (i) special and impairment charges of $488.8 miilion; and

(il) provision for losses related to loan guarantees of $169.6 million, as described in greater detail in the
notes to the accompanying consolidated financial statements.

(g) For such ratios,.adjusted earnings were $623.1 million less than fixed charges. Adjusted earnings for the
year ended December 31, 2001, included: (i) special and impairment charges -of $488.8 million; and
- (i) provision fer losses related to loan guarantees of $169.6 million, as described in greater detail in the

. notes to the accompanying consolidated financial statements. o

(h) For such ratios, adjusted earnings were $1,361.8 miilion less than fixed charges. Adjusted earnings for the

* 'year ended December 31, 2000, included: (i) special and impairment charges of $1,215.0 million; and

(ii) provision for losses related to loan guarantees of $231.5 million, as described in greater detail in the
notes to the accompanying consolidated financial statements.

(i) For such ratios, adjusted earnings were $1,602.4 million less than fixed charges. Adjusted earnings for the
year ended December 31, 2000, included: (i) special and impairment charges of $1,215.0 million; and
(ii) provision for losses related to loan guarantees of $231.5 million, as descnbed in greater detail in the

- notes to the accompanymg consohdated ﬁnancral statements. .

Liquidity for insurance and fee-based operatwns

Our insurance operating companies generally receive adequate cash flow from premium collections and
investment income to meet their obligations. Life insurance and annuity liabilities are generally long-term in
nature. Policyholders may, however, withdraw funds or surrender their policies, subject to any applicable
surrender and withdrawal penalty provisions. We seek to balance the duration of our invested assets with the
estrmated duration of benefit payments ar1s1ng from contract liabilities. : '

Only a small portlon of our insurance liabilities have a time for contractual payment the majonty of such
liabilities are payable upon occurrence of the insured event or upon surrender. Of our total insurance liabilities
at December 31, 2001, approximately 19 percent could be surrendered by the policyholder without a penalty.
Approximately 66 percent could be surrendered by the policyholder subject to penalty or the release of an
insurance liability in excess of surrender benefits pard The remarnmg 15 percent do not prov1de a surrender
benefit.

Approxrmately 44 percent of insurance liabilities were subject to interest rates that may be reset annually,
31 percent have a fixed explicit interest rate-for the duration of the contract; 20 percent have credited rates
which approximate the income earned by the Company; and the remainder have no explicit interest rate.
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Insurance liabilities for interest-sensitive products-by credited rate (excluding interest rate bonuses for
the first policy year only) at December 31 2001 were ‘as follows (dollars in mlllrons) ‘

,Below 4.00 percent. e P o e ween. -$4,843.7 (a)
4.00 percent — 4.50 percent e BN e e 3,455.3
" 4.50 percent — 5.00 percent . ... ... ............ e P - 4,730.8
5.00 percent — 5.50 percent ........ e e e 1,659.6
5.50 percent and @bOVe . . ... ... e 1,098.3
Total insurance liabilities on interest-sensitive products .................... $15,787.7

(a) Includes liabilities related to-our equity-indexed annuity products of $2,561.7 million. The accumulation

. -value of these annuities is credited ‘with interest-at an annual guaranteed minimum rate of 3 percent (or,

including the effect of applicable sales loads, a 1.7 percent compound average interest rate:over the term

of the contract). These annuities prov1de for potentially higher returns based on a percentage of the

change in the S&P 500 Index during each year of their term. We purchase S&P 500 Call Opt1ons in an
effort to hedge increases to insurance labilities resulting from increases in the S&P 500 Index.

On October 3, 2001, A.M. Best placed our insurance subsidiaries “under review with negative
implications” with respect to their ratings of our life insurance subsidiaries. We cannot provide any assurance
that the ratings of our insurance subsidiaries will remain at their current level. If such ratings are downgraded,
sales of our insurance products could fall s1gn1ﬁcantly and. existing policyholders may redeem the1r policies,
causing a material and adverse impact on our financial results and liquidity. - :

We believe that the diversity -of -our investment portfolio and the concentration of investments in high-
quality, liquid securities provide sufficient liquidity -to meet foreseeable cash requirements. At December 31,
2001, we held $2.4 billion of cash and cash equivalents and $17.5 billion of publicly traded investment grade
bonds. Although there is no present need or intent to dispose of such investments, our life insurance
subsidiaries could readily liquidate portions of their investments, if such a need arose. In addition, investments
could be used to facilitate borrowings under reverse-repurchase agreements or dollar-roll transactions. Such
borrowings have been used by. the life i insurance companies from time to time to increase their retum on
investments and to improve liquidity.

quuzdtty Jor finance operattons )

~ Ouwr ﬁnance operatrons requ1re cash to onglnate ﬁnance recewables Our. primary sources of cash are:
(i) the collection of receivable balances; (ii) proceeds from the issuance of debt, certificates of deposit and
securitization and sales of loans; and (iii) cash provided by operations. During 2001 and the last half of 2000,
the finance segment significantly slowed the origination of finance receivables. This strategy ‘allowed the
finance segment to enhance net interest margms to reduce the amount of cash required for new loan
or1g1nat10ns and to transfer cash to the parent cornpany S

The hqu1d1ty needs of our; ﬁnance operations could increase in the event of an.extended economic:
slowdown or recession. Loss of employment, increases in cost-of-living or other adverse economic conditions
could impair the ability of our customers 'to meet their payment obligations. Higher industry levels-of
repossessed manufactured homes may affect recovery rates and result in decreased cash flows. In addition, in
an economic slowdown or recession, our servicing and litigation costs would probably increase. Any sustained
period of increased delrnquencres foreclosures losses or increased costs would have an adverse effect 'on our
hqurdrty Lo o S . :

The most s1gn1ﬁcant source of l1qu1d1ty for our finance operat1ons has been our ability to ﬁnance the
receivables we originate in the secondary markets through loan securitizations. Adverse changes in the
securitization market could impair our ability to originate, purchase and sell loans or other assets on a
favorable or timely basis. ‘Any such- impairment could have a material adverse effect upon our business and
results” of -operations. The securitization market is sensitive ‘to the credit ratings of Conseco Finance in
connection with our securitization program. A negative change in the credit ratings of Conseco Finance could-
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have a material ‘adverse effect on our ability to-access capital through the securitization ‘market. Factors
considered by the rating agencies in assigning such ratings include corporate guarantees, payment priority,
current and anticipated credit enhancement levels, quality of the current and expected servicing, as well as
additional factors associated with each distinct asset type. Market participants’ concerns with Conseco
Finance’s limited financial flexibility, as reflected by the current senior unsecured ratings, may have an effect
on liquidity in future securitization transactions. In addition, certain manufactured housing transactions have
had ratings actions that have either lowered the original ratings or placed on credit watch certain debt classes.
These rating actions could have an effect on Conseco Finance’s access to liquidity in the securitization market
‘in the future. In addition, the securitization market for many types of assets is relatlvely undeveloped and may
be more susceptible to market fluctuations or other adverse changes than more developed capital markets.
Although we have alternative sources of funding, principally warehouse and bank credit facilities as well as
loan-sales, these alternatrves may not be sufficient for us'to continue to orlgmate loans at our current
ongmatron levels. -

Under certam securrtlzatron structures, we have provrded a vanety of credit enhancements which have
taken the form of corporate guarantees (although we. have not provided such guarantees during 2001 and the
last ‘half of 2000), but have also included bank letters of credit, surety bonds, cash deposits and over-
collateralization or other equivalent collateral. When choosing the appropriate structure for a securitization of
loans, we: analyze the cash flows unique to each transaction, as well as its marketability and projected
economic value. The structure of each securitized transaction depends, to a great extent, on conditions in the
fixed-income markets at the time the transaction is completed, as well as on cost considerations and the
availability and effectiveness of the various enhancement methods. R

~ During 2001, we completed ten transactions, securitizing over $5.0 billion of finance receivables. Such
securitizations were generally executed under favorable market condltlons Adverse changes in the securitiza-
tion market could impair our ability to originate, purchase and sell loans or other assets on a favorable or
timely basis and could have an adverse effect on our liquidity. We continue to be able to finance loans through
(i) our warehouse and bank credrt facrhtres (i) the sale of securities through secuntrzatron transactxons or
(iii) whole- loan sales.

The market for securities backed by ‘receivables is a cost-effective source of funds. Conditions in the
credit ‘markets during certain prior periods resulted in less-attractive pricing of certain lower-rated securities
typically included in loan securitization transactions. As a result, we chose to hold rather than sell some of the
securities in the securitization trusts, particularly securities having corporate guarantee provisions. »

‘Market conditions in the credit markets for loan securitizations and loan sales change from time to time.
Changes in market conditions could affect the rnterest rate spreads we earn on the loans we originate and the
cash provrded by our finance operations. We adjust interest rates on our lending products to strive to marntarn‘
our targeted spread in the. current interest rate environment. -

At March 19, 2002, we had $4.0 billion (of which $2:1 billion is commrtted) in master repurchase
agreements, commercial paper conduit facilities and ‘other facilities with various banking and investment
banking firms for the purpose of financing our consumer and commercial finance loan production. If we were
unable to securitize our finance receivables; our capacity under these facilities would have to increase for our
loan originations to continue. These facilities typically provide financing of a certain percentage of the
underlying collatéral and are subject to the availability of eligible collateral and, in many cases, the willingness
of the banking firms to continue to provide financing: Some of these agreements provide for annual terms
which are extended either quarterly or semi-annually by mutual agréement of the parties for an additional
annual term based upon receipt -of updated quarterly financial information:’ One of our master repurchase
agreements (with a committed capacity of $400.0 million) expires on May 3, 2002. As of December 31, 2001,
we had $66.1 million outstanding under this facility: We are in the process of negotiating a renewal of this
facility. Although we expect to be able to obtain replacement financing when our current facilities expire,
there can be no assurance that financing will be obtainable on favorable terms, if at all. To the extent that we
are unable to arrange any third party or other financing, our loan origination activities would be adversely
affected, which could have a material adverse effect on our operations, financial results and cash position. At
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December 31, 2001, we had borrowed $2.2 billion under these ‘agreements, leaving $1.8 -billion available to
borrow (of which approx1mately $.4 billion is commrtted) The average interest rate 1ncurred under such
agreements during 2001 was 6.0 percent.

Our ﬁnance segment had senior subordrnated notes and rnedrurn term . notes with a par value of
$201.5 million which mature in 2002 (reﬂectrng debt repurchases through March 18, 2002). In March 2002,
Conseco Finance completed a tender offer for $75.8 million par value of its senior subordinated notes. In
February 2002, Conseco Finance offered . to purchase $167. mlllron of medium. term notes due in Septem-
ber 2002 and $3.7 million due in April 2003 pursuant to a tender offer. The. purchase price for each of -the -
tender offers was 100 percent., of the prrnmpal amount of the notes plus accrued interest.

We contrnually rnvestrgate and pursue altematrve and supplementary methods to ﬁnance our lendrng
operations. In late 1998, we began issuing certificates of deposrt through our bank subsrdrary At December 31,
2001, we had $1,790.3 million of such deposrts outstanding which are recorded as liabilities related to
certificates of deposit. The average annual rate paid on these deposits was 6.0 percent during 2001. We use the
proceeds from-the issuance of the certificates of deposit ta fund the origination of certain consumer/ credit
card finance recervables : i

Our finance segment generated cash flows from operating activities of $516.7 million during 2001. Such
cash flows include cash received from the securitization trusts of $36.0 million in 2001, including servicing fees
of $71.7 million and net cash flows from interest-only securities of $14.3 mrlhon Total cash received from the
securitization trusts during 2000 was $311.4 million, , :

Based on our current assumptions and expeétations'as to future events related.to the loans underlying our
interest-only securities, we have pI‘OjCCth that the adverse oredrt loss experience in 2001 will continue into
2002 and then improve over time. _As a result of these assumptions, we project that payments related to
guarantees issued in conjunction with the sales of certain finance receivables will exceed the gross cash flows
from the interest-only securities by approxrmately $90 million in 2002 and $60 million in 2003. We project the
gross cash flows from the interest-only securities to exceed the payments related to guarantees issued in
conjunction with the sales of certain finance receivables by approximately $5 million in 2004, $15 million in
2005, and by approximately $580 million in all years thereafter. These projected payments are. censidered in
the projected cash flows we use to value our interest-only-securities.- See note-8 to. our consolidated financial
statements for additional information about the guarantees. -

In the first quarter of 2002, we entered into various-transactions with Lehman pursuant to which Lehman
extended the terms of Conseco Finance’s: (a) warehouse line of $1.2 billion from September 2002 to
September 2003, (b) borrowings with respect to approximately $90 million of miscellaneous assets (“Miscel-
laneous Borrowings™) from January 31, 2002 to June 2003, and (c) residual line of $.6 billion from
February 2003 to February 2004 under which financing is. being .provided on our interest-only securities,
servicing rights. and retained interests in other subordrnated securities issued by the securitization trusts. We
agreed to an amortization schedule by which the outstandrng balance under the Miscellaneous Borrowings is
required to be paid by June 2003. We also entered into a revised agreement governing the movement of cash
from Conseco Finance to the parent company. Conseco Finance and Lehman have agreed to amend the
agreement such that Conseco Finance must maintain liquidity -(i.e., cash and available borrowings, as defined)
of at least: (i) $50 million until March 31, 2003; and (ii) $100 million from and after April 1, 2003. However,
Conseco Finance no longer must meet a minimum liquidity requirement of $250 million before making
interest, principal, drvrdend or redemptron payments to the parent company

Independent ratrng agenc:les ﬁnancral institutions, analysts and other interested partles momtor the
‘leverage ratio of our finance segment. Such ratio (calculated, as discussed with independent rating agencies, as
the ratio of debt to equity of our finance subsidiary calculated on a pro forma basis as if we had accounted for
the securitizations of our finance receivables as financing transactions throughout the Company s history) was
19-to-1 at December 31, 2001 and 21-to-1 at December 31, 2000.
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Liquidity of Conseco (parent company)

We have substantlal mdebtedness At December 31, 2001 the par value of our notes payable was $4.1
billion and the par value of Company-obligated mandatorily redeemable preferred securities of subsidiary
trusts was $1.9 billion. We have a recent history of net losses. For the year ended December 31, 2001, on a
consoliddted basis we had a net loss applicable to ‘common stock of $418.7 million and interest expense of
$1,609.2 million. For the year ended December 31, 2000, on a consolidated basis, we had 4 net loss applicable
to common stock of $1,202.2 million and interest expense of $1,453.1 million. Our earnings before fixed
charges, preferred stock dividends-and distributions on Compariy-obligated mandatorily redeemable preferred
securities of subsidiary trusts were inadequate to cover fixed charges by $623.1 million and $1,602.4 million for
the years ended December 31, 2001 and 2000, respectively.

.-We are a holdmg company w1th no _business operations of our own. We depend on our operating’
subsidiaries for cash to make principal and interest payments-on our debt (including payments to subsidiary
trusts to be used for distributions on Company -obligated mandatorlly redeemable preferred securities), to pay
administrative expenses and.income taxes. The cash we. receive from our subs1dlar1es consists of fees for
services provided, tax sharing payments, dividends and surplus debenture interest and pnnc1pa1 payments. A
deterioration in any of our significant subsidiaries’ financial condition, earnings or cash flows.could limit such
subsidiary’s ability to pay cash dividends or. make other payments to us, which in turn, would limit our ability
to meet our debt service requirements and. satisfy other parent company ﬁnanc1al ~obligations; we do not
anticipate any such deterioration. : ‘ L

The ability of our insurance subsidiaries to.pay dividends is subject to state insurance department
regulations. These regulations generally permit dividends to be paid from earned-surplus of the insurance
company for any [2-month period in amounts equal to the greater of (or in a féw states, the lesser of): (i) net
gain from operations for the prior year; or (ii) 10 percent of surplus as of the end of the preceding year. Any
dividends in excess of these levels require the approval of the director or commissioner of the applicable state
insurance department. During the first quarter of 2002, we received approval from various insurance regulatory
authorities to pay dividends to Conseco of $225.5 million. During the remainder of 2002, we expect to request
permission from the regulatory authorities to pay additional extraordinary dividends, substantially all of which
are related to planned reinsurance transactions. Such dividends and any other additional dividend paymients
during 2002 will require the permission of the regulatory authorities.

In the first quarter of 2002, we amended the credit agreements related to our $1.5 billion bank credit
facility including the changes'dve‘scribed below:

(i) Financial covenants in the credit agreements require us to maintain various financial ratios and
balances. These requirements were relaxed in the amended agreement. In addition, such agreements were
amended so that any charges taken to write off goodwﬂl to the extent required by SFAS 142 will be
excluded from the various financial ratios and covenants that we are required to meet or maintain. See
note 7 to the consolidated financial statemments for further information on such ratios and covenants.

(ii) The manner in which the proceeds from certain asset sales will be used was changed to allow us
" to make payments on our 2002 obligations prior to making any principal payments under the bank credit
agreements. The first $352 million of such proceeds may be retained by the Company and will be
available to be-used to meet our other debt obligations. The next $313 million will be applied pro rata to
the principal payments on the bank credit facility and to a segregated cash account to be held as collateral
.. for our guarantee of certain bank loans to current and former directors, officers and key: employees (the
“D&O loans”). The next $250 million will be divided equally between the Company and to pay pro rata
the principal payments on the bank credit facility and the D&O loans. Proceeds in excess of $915 million
and all proceeds during the period December 31, 2003 through March 31, 2004, will be divided as follows:
(i) 25 percent to be retained by the Company; and (ii) 75 percent to pay pro rata the principal payments
on the bank credit facility and the D&O loans.
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As further described under “Item 3. — Legal Proceedings™; .seven holders of our bank debt have
challenged the validity of the amendment to the credit agreement that changes prov151ons related to
mandatory prepayments. - : :

The $1.5 brlhon bank credrt fac1hty is due December 31, 2003 however subject to the absence of any
default the Company may further extend its matunty to "March 31, 2005, provrded that: (i) Conseco.pays an
extension fee of 3.5 percent of the amount extended; (i) cumulative principal payments of at least $200
million have been pa1d by September 30, 2002 and at least $500 million by September 30, 2003; and (111) our
interest coverage ratio for the four- quarters ended September 30, 2003 is greater-than or equal to 2 25to 1.

- We agreed to a number of covenants and otheér provisions that restrict our ability to borrow money and
pursue some operating activities without the prior consent of the lenders under the credit agreements. Those
provisions restrict our ability to use the proceeds of asset sales. We agreed to meet or maintain various
financial ratios and balances. Our ability to meet these financial tests and maintain ratings may be affected by
events beyond our control. Our credit agreements also limit our ab111ty to issue additional debt, incur
additional ’ contmgent obhgatlons grant liens, dlspose 'of assets, -enter into ‘transactions with affiliates, make
certain' investments, including in existing and new busmesses change our businesses, and modlfy our
outstanding debt and preferred stock. Although we were in ‘compliance with these provisions as of
December 31, 2001, these provisions represent significant restrictions on the manner in which we may operate
our businéss. If we default under any of these provisions; the lenders could declare all outstanding borrowings
accrued interest and fees to be due and payable. If that were to occur, no assurance can be given that we’ would
have sufficient liquidity to repay our bank indebtedness in full or any of our other debts.

In the first quarter of 2002, we entered into various transactions .with Lehman which are described above
under “L1qu1d1ty for finance operations”. We also entered into a revised agreement governing the movement of.
cash from Conseco Finance to the; parent company. Conseco Finance and Lehman have agreed to amend the
agreement such that. Conseco .Finance must maintain. liquidity (i.e., cash and available borrowings, as defined)
of at least: (i) $50 million until-March 31, 2003; and (ii) -$100 million from-and after April 1,-2003.

The followmg summarizes our parent company debt service commrtments at December 31, 2001'
(excludmg the semor subordmated notes, and medlum term notes of our finance segment) (dollars in
mlllrons)

"Required ~ - Optional

payments payments Total

Conséco 8.5% notes due October 2002 . ... . . ceoo o 83020 s — 8302

Estimated interest payments on parent company debt........ ... 310 — " 310
D1str1but10ns on Company obligated mandatorily redeemable » v ’ _

preferred securmes of subsidiary trust (a) ............. oo 42 130 172

: Qpnonal bank credit facility payment to' extend 1ts matunty date ‘ b _ e

payable September 2002 (b) ...........0.."% e C= 193 193

“Total debt service obligations in 2002 ....... S e .. 8654 . $323 - 8977

(a) Conseco has.the right to defer distributions on the preferred securities. During the deferral period,
., distributions continue to accumulate on the par arnount plus any unpaid distributions at the stated
distribution rate. We plan to pay d1str1but1ons of $42.6 ‘million on Apnl -1,:2002.

(b) ‘As described elsewhere hereln, the 2002 bank credit facility payment is optional, but it is one of the

requirements to extend the maturity date of the facility to March 31, 2005. In -addition, the Company

" would be required to make payments pursuant to the credrt fac111ty agreements based on the proceeds
from certain asset sales as described above ' :
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The following is our current plan’summarizing the sources of cash. which we expect to have to service our
parent company debt and certain other obligations (net of amdunts required to repay the senior notes and
medium term notes of our finance segment due in 2002) during 2002 (dollars in millions): ‘

From our -
operations or.
" transactions = In process
‘completed - - or planned :
. . . . . and approved - transactions . Total -
Parent company cash on hand at December 31, 2001 . . $152 ' $— $ 152
Insurance and other operations, net of corporate expense . . 300 25 325
Finance operations: (net of debt repayments) ............ 50 — 50
Reinsurance and sales of certain insurance business ... ... 110 270 380
Other non-core asset sales and other ................... 70 23 93
Total net cash expected to be avallable to service our A
debt ........................................ e $682 $318 $1,000

We are continuing to access a variety of different options to meet our 2002 obligations. While we
currently. believe the plan summarizéd above includes our best options, we may find other alternatlves more
appropriate. Therefore, our plan is subject to change.

We completed several transactions summarized in the above plan during the first quarter of 2002. Our
insurance subsidiaries received approval from the appropriate insurance departments fo pay to Conseco:
(i) dividends of $115 million; and (ii) a dividend of $110.5 million. primarily related to a reinsurance
agreement pursuant to which we are ceding 80 percent of the traditional life business of our subsidiary,
Bankers Life & Casualty Company. We have also-entered into a reinsurance agreement pursuant to which we
are ceding 100 percent of the traditional and interest-sensitive life insurance business of.our subsidiary,
Conseco Variable Insurance Company. Upon.receipt of all regulatory approvals,-our insurance subsidiary will
receive a ceding commission of $49.5 million. We also entered into an agreement to sell one of our,non-core
insurance subsidiaries: Upon receipt of regulatory approval, another insurance subsidiary will receive $48.5.
million proceeds from the sale. g

Our current plan antlclpates that the parent company w111 recelve $50 million from Conseco Fmance
during 2002. At December 31, 2001, Conseco Finance had $138. 7 million par value of senior notes due in June
2002 and $186.0 million par value of medium term notes due in September 2002. In March 2002, Conseco
Finance completed a tender offer pursuant to which it purchased $75.8 million par value of its subordinated
notes due June 2002. Also during the first-quarter of 2002, Conseco Finance announced it-was tendering all of
its.remaining public debt — $167 million due in September 2002 and $4 million due in April 2003. Such offer
expires on April 12,-2002. We believe that the cash flows to be generated from Conseco Finance’s operations
and other transactions will be sufficient to:allow them ‘to meet their debt. obligations and transfer at least
$50 million to the parent company. ‘ : ‘ :

We believe that the ex1st1ng cash avallable to the parent and the cash flows to be generated from
operations and the other transactions summanzed above will be sufficient to allow us to meet our debt
obligations through 2002. We have taken a number of actions over the past two years to reduce parent
company debt and increase the efficiency of our business operations. However, our results for future periods
beyond 2002 are subject to numerous uncertainties. Our future debt service requirements (including principal
maturities) may exceed cash flows available to the parent from the operations of our subsidiaries. We may not
be able to improve or sustain positive cash flows from operations. Our liquidity could be significantly affected
if improvements do not occur. Failure to generate sufficient cash flows from operations, assetsales or financing
transactions to meet all of our long-term debt service requirements would have a material adverse effect on
liquidity.

We have undertaken additional initiatives in 2002 to extend maturities on our public debt as well as
pursue the sale of our investment in the General Motors Building and other assets. These additional initiatives
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are not considered above. We believe the cash estimated to be available at December 31,.2002, plus cash flows
to be generated from operations and.from. these addmonal 2002 initiatives will permlt us to repay our debt
maturities in 2003. :

The maturities of the direct debt of the parent company including amounts related to the Company-
obligated mandatorily redeemable preferred securities of subsidiary trusts at December 31, 2001, (assuming
the Company: (i) does not make the optional debt payments required to extend the maturity date of the
$1.5 billion bank: credit. facility; and (ii) does make the optional debt payments required to extend such
maturity date) were as follows (dollars in millions):

QN

- -Maturity Maturity
‘ date not  date

extended extended

2002 . . e S 3041 $ 4974

2003........ D e T 1,806.8 613.5

2004......... T S 812.5 812.5

2005 . oo I 250.0 1,250.0
2006........... e e, T SRR e 5500 5500

Thereafter ............cc...... e o ... 23308 2.330.8

Total par value at December 31, 2001 ...................... $6,054.2  $6,054.2

* The table above excludes any amounts related to our guarantees of bank loans totaling $545.4 million as
of December 31, 2001, to approximately 155 current and former directors, officers and key employees. Such
bank loans are due on December 31; 2003. The funds were used by the participants to purchase approximately
18.0 million shares of our commion stock in open market or negotiated transactions with independent parties.
Such shares are held by the banks as collateral -for the loans. In addition, we have provided loans to
participants for interest on the bank loans totaling $143.6 million.-We have. established a non-cash-reserve for
the exposure we have.in connection with such guarantees and interest loans. At December 31, 2001, our
reserve for losses on the loan guarantees and the interest loans totaled $420.0 million based upon the value of
the collateral and the creditworthiness of the participants. At December 31, 2001, the guaranteed- bank loans
and interest loans exceeded the value of the collateral held and the reserve for losses by approximately $180
million. If we are required to pay on the guarantees when the bank loans become due on December 31, 2003 it
could have a matenal adverse nnpact on our liquidity posmon

- The degree of our leverage could have material adverse consequences to us and the holders of our debt,
including the following: (i) our ability to-obtain additional financing in the future. for working capital, capital
expenditures or other purposes may be impaired; (ii) a substantial portion of our cash flow from operations
will be required to be dedicated to-the payment of interest expense and principal repayment obligations;
(iii) higher interest rates will cause the interest expense on our variable rate debt to be higher; (iv) we may be
more highly leveraged than other companies with which we compete, and this may place us at a competitive
disadvantage; (v) our degree of leverage will make us more vulnerable to a downturn in our business or in the
general economy; (vi) our degree of leverage may adversely affect the ratings of our insurance company
subsidiaries which in turn may adversely affect their competitive posmon and ablllty to sell products; and
(vii) the ability of our finance operations to finance the recewables we originate in the secondary markets
through loan securitizations may be impaired. ‘

Our cash flow may be affected by a variety of factors, many.of which are out51de of our control, including
insurance and banking regulatory issues, competition, financial markets and other general business conditions.
No assurance can be given that we will possess sufficient income and hqu1d1ty to meet all of our long -term
debt service requirements and other obligations. o » :

The ratings assigned to Conseco’s senior debt and trust preferred securities are important factors in
determining Conseco’s ability to access the. public capital markets for additional liquidity. In recent periods,
rating agencies have lowered their ratings on-Conseco’s senior debt and trust preferred securities and placed
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the ratings on review for potential downgrades. As of March 22, 2002, the rating agencies had assigned the
following ratings, all of which are currently placed on review for potential downgrades: (i) Standard & Poor’s
has assigned a “B” rating to Conseco’s senior debt and a “CCC” rating to trust preferred securities; (ii) Fitch
Rating Company has assigned a “B—"" rating to Conseco’s senior debt and a “CCC” rating to trust preferred
securities; and (iii) Moody’s Investor Services has assigned a “B2” rating to Conseco’s senior debt and a

“caa2” rating to trust preferred securities. These ratrngs make 1t dlﬁicult for Conseco to issue additional
securltres in the public markets.

INFLATION

s

Inflation does not have a significant effect on our balance sheet; we have minimal investments in property,
equipment or inventories, To ‘the extent that interest rates may change to reflect inflation or inflation
expectations, there would be an effect on our balance sheet and operations. Lower interest rates will typically
result in increased value of our fixed maturities investments and may have increased the amount of new
finance receivables originated. Lower rates may also make it more difficult to issue new fixed rate annuities
and may accelerate prepayments of finance receivables. Rising interest rates will typically result in decreased
value of our fixed maturities investments and may slow the issuance of new finance receivables and the
prepayment of existing finance receivables. Changes in 1nterest rates can also aﬁect the value of the finance
receivables we hold

Medical cost'mﬂation has had a significant impact on our supplemental health operations. Generally,
these costs have increased more rapidly than the Consumer Price Index. Medical costs will likely continue to
rise. The impact of medical cost inflation on our operations depéends on our ability to increase premium rates.
Such increases are subject to approval by state insurance departments. We seek to price our new standardized
supplement plans to-reflect the impact of these filings and the lengthemng of the period required to 1mplement‘
rate increases. : c

MARKET- SENSITIVE INSTRUMENTS AND RISK MANAGEMENT
© Insurance and Sfee-based

Our spread-based insurance business is subject to several inherent risks arising from movements in
interest rates, especially if we fail to anticipate or respond to such movements. First, interest rate changes can
cause compression of our net spread between interest earned on investments and interest credited on customer
deposits, thereby adversely affecting our results. Second, if interest rate changes produce an.unanticipated
increase in surrenders of our spread-based products, we may be forced to sell.investment assets at a loss in
order to fund such: surrenders. At December 31, 2001, approximately 19 percent of our total insurance
liabilities (or approximately $4.8 billion) could be surrendered by the policyholder without penalty. Finally,
changes in interest rates can have signiﬁcant effects on the performance of our mortgage-backed securities
portfolio, including collateralized mortgage obligations, as a result of changes in the prepayment rate of the
loans underlying such secuntles We follow asset/ 11ab111ty strategies that are designed to mitigate the effect of
interest rate changes on our profitability. However, there can be no assurance that management will be
successful in implementing such strategies and achieving adequate investment spreads.

We seck to invest our available funds in a manner that will maximize shareholder value and fund future
obligations to policyholders and debtors, subject to appropriate risk considerations. We seek to meet this
objective through investments that? (i) have similar characteristics to the liabilities they support; (ii) are
diversified among industries, issuers and geographic locations; and (iii) make up a predominantly investment-
grade fixed maturity securities portfolio. Many of our products incorporate surrender charges market interest
rate ad]ustments or other features to encourage pers1stency

We seek to maximize the tota] return on -our ‘investments through active investment management.
Accordingly, we.have determined that our entire portfolio of fixed maturity securities is available to be sold'in
response to: (i) changes in market interest rates; (ii) changes in relative values of individual securities and
asset sectors; (iii) changes in prepayment risks; (iv) changes in credit quality outlook for certain securities;
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(v) liquidity needs; and-(vi) other factors. From time to time, we invest in securities for tradrng purposes
although such investments account for a relatively- small portlon of our total portfolio.

~ The profitability of many of our products depends on the spreads between the interest yield we earn on
investments and the rates we credit on our insurance liabilities. In addition, changes in competition and other
factors, including the impact of the level of surrenders and withdrawals, may limit our ability to adjust or to
- maintain credrtrng rates at levels necessary to avoid narrowing of spreads under certain market conditions.
Approximately 44 percent of our insurance liabilities were subject to interest rates that may be reset annually,
" 31 percent have a fixed explicit interest rate for the duration of the contract; 20 percent have credited rates
which approximate the income earned by the Company; and the remainder have no explicit interest rates. As
of December 31, 2001, the -average yield, computed on the cost basis of our investment portfolio, was
7.0 percent, and the average interest rate credited or accruing to our total insurance liabilities (excluding
interest rate bonuses for the first policy year only and excluding the effect of credrted rates attributable to
variable or equity-indexed products) was 5.0:percent.

We use computer models to simulate the cash flows expected from our existing insurance business under
various interest rate scenarios. These s1mulat10ns help us to measure the potential gain or loss in fair value of
our interest rate-sensitive ﬁnancral 1nstruments With such estimates, we seek to closely match the duration of
our assets to the duration of our liabilities. When the estimated durations of assets and liabilities are similar,
exposure to interest rate risk is minimized because a change in the value of assets should be largely offset by a -
change in the value of liabilities. At December 31, 2001 the adjusted modified duration of our fixed maturity
securities and short-term investments was approximately 6.7 years and the duration of our insurance liabilities
was approximately. 6.5 years. We estimate that our fixed maturity securities and short-term investments (net
of corresponding changes in the value of cost of policies-purchased, cost.of policies produced and insurance
liabilities). would decline. in fair: value. by approximately $555 million if interest rates were to increase by
10 percent from their December 31, 2001 levels. This compares to a decline in fair value of $590 million based
on amounts and rates at December 31, 2000. The calculations involved in our computer simulations
incorporate numerous assumptions, require significant estimates and assume an immediate change in interest
rates without any management of the investment portfollo in reaction to such change. Consequently, potential
changes in value of our financial instruments indicated by the simulations will likely be different from the
actual changes experrenced under given interest rate scenarios, and the differences may be material. Because |
we act1vely manage our 1nvestments and l1ab111t1es our net exposure to interest rates can vary over time.,

The operations .of the Company are subject to risk resulting from fluctuations in market prices of our
equity securities.and venture-capital investments, In general, these investments have more year-to-year price
variability. than our fixed maturity investments. However, .returns "over longer time frames have been
consistently higher. We manage this risk by limiting our equity securmes and venture -capital 1nvestments toa
relatrvely small’ port10n of our total investments. : -

Our 1nvestment in S&P 500 Call Optlons is closely matched with our -obligation o equ1ty-1ndexed
annulty holders. Market value changes associated with that investment are substantially offset by an increase
or-decrease in the amounts added to polrcyholder account balances for equity-indexed products

L

Finance

. Proﬁtabrhty may be d1rectly affected by the level of and ﬂuctuatrons in 1nterest rates which affect our
ability to earn a spread between interest received on loans and the costs of liabilities. While we monitor the
interest rate environment, our. financial results could be adversely affected by changes in interest rates. During
periods of increasing interest rates, we generally experience market pressure to. reduce servicing spreads in our
financing operations. In addruon an increase in interest rates may decrease the demand for consumer, credlt A
substantial and sustained increase in interest rates could, among other things: (i) adversely affect our ab1l1ty to
purchase. or- originate. loans or other assets; (ii) reduce the -average size of loans -underwritten; and
(iii) increase securitization funding costs. A significant decline in interest rates could decrease the size of our
loan servicing portfolio by increasing the level of loan prepayments, thereby shortening the life and impairing
the value of our interest-only securities. Fluctuating interest rates also may affect our net interest income
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earned resulting from the difference between the yield to us on loans held pending securitization and the cost
of funds obtarned by us to finance such loans '

- We substantially reduce interest rate rrsk of our ﬁnance operations by funding most of the loans we make
through securitization’ fransactions. The finance receivables transferred in these transactions and the asset-
backed securities purchased by investors génerally both have fixed rates. “Principal payments on the assets are
passed through to investors: in the securities as received, thereby reducing interest rate exposure in these'
transactrons that m1ght otherwrse arrse from maturlty mrsmatches between debt instruments’ and assets ‘

Subsequent to September 8, 1999 -we no longer structure the securitizations of the loans we ongrnate ina
manner that results in gain-on-sale revenues. Our new securitizations ‘are being structured as secured
borrowings. Prior to September 8, 1999, we retained interests in the finance receivables sold through
1nvestments in interest-only secuntles that are subordinated fo ‘the rrghts of other investors. Interest-only
securities do,not have a stated maturrty or amortization penod The expected amount of the cash flow as well.
as the trmrng depends on the performance of the underlymg “collateral supporting. each .securitization. The,
actual cash flow of these 1nstruments could vary substant1ally if performance is different from our assumptions.
We develop assumptions to value these investments by analyzing past portfolio performance, current loan
characteristics, current.and expected market conditions and the expected effect of our actions to mitigate
adverse performance Assumptions used as’ of December 31, 2001 are summanzed in the notes to the
consolldated ﬁnancral statements.’ - e UL T T

h]
e

We use computer models to srmulate the cash ﬂows (1nclud1ng any potentral payments related to the
guarantees of certain lower rated securities issued by the securitization trusts) expected from our retained
interests in securitization trusts (including interest-only securities) under various interest rate scenarios. These
simulations help us to measure the potential gain or loss in fair value of these financial instruments, including
the effects of changes in interest rates on prepayments. We estimate that our retained interests would decline
in fair value by approximately $60 million if interest rates were to decrease by 10 percent from their
December 31, 2001 levels. This compares to a decline in fair value of approximately $70 million based on
amounts and rates at December 31, 2000. The calculations involved in our computer simulations incorporate
numerous assumptions, require significant estimates and assume an immediate change in interest rates
without any management of the interest-only securities in reaction to such change. Consequently, potential
changes in value of our retained interests indicated by the simulations will likely be different from the actual
changes experienced under given interest rate scenarios, and the differences may be material. See the note to
the consolidated financial statement entitled “Finance Receivables and Retained Interests in Securitization
Trusts” for a summary of the key economic assumptions used to determine the estimated fair value of all of
our retained interests in securitizations and the sensitivity of the current fair value of cash flows to immediate
10 percent and 20 percent changes in those assumptions.

We estimate that our finance receivables (including both “finance receivables” and “finance receivables-
securitized”) would decline in fair value by approximately $362.3 million if interest rates were to increase by
10 percent from their December 31, 2001 levels. This compares to a decline in fair value of $308.8 million
based on amounts and rates at December 31, 2000. The increase in the estimated decline corresponds with the
increase to our finance receivable balances.

Our finance receivables are primarily funded with the fixed rate asset-backed securities purchased by
investors in our securitizations and floating-rate debt. Such borrowings included bank credit facilities, master
repurchase agreements and the notes payable related to securitized finance receivables structured as
collateralized borrowings ($12.0 billion of which was at fixed rates and $5.1 billion of which was at floating
rates). Based on the interest rate exposure and prevalent rates at December 31, 2001, a relative 10 percent
decrease in interest rates would increase the fair value of the finance segment’s fixed-rate borrowed capital by
approximately $262.6 million. The interest expense on this segment’s floating-rate debt will fluctuate as
prevailing interest rates change. The Company is exposed to market risk from the time a loan is originated to
the time the loan is financed in a securitization transaction as interest rates may fluctuate during such period
‘of time.
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. Corporate

We manage the ratio of borrowed capital to total capital and the portion of our outStanding capital subject
to fixed and variable. rates, taking into consideration the current. interest rate environment and other market
conditions. Our borrowed capital at December 31, 2001 included notes payable and Company-obligated
mandatorily redeemable preferred securities of subsrdrary trusts. totahng $6.1 billion ($4. 6 billion of which is at
* fixed rates and $1.5 billion of which is at floating rates). Based on the interest rate exposure and prevalent
tates at December 31, 2001, a relative 10 percent decrease in interest. rates would increase the fair value of our.
fixed-rate borrowed capital by approx1mately $13 million. This compares to a $38 million increase based on
our borrowed capital and prevalent rates at December 31, 2000. Our interest: expense on ﬂoatlng rate debt will
fluctuate as prevailing interest rates change. :

The fair value of our borrowed capital also vanes with credit ratrngs and other conditions i in the capltal_
markets. Followrng the events that occurred ‘during 2000 and 2001 concerning plans to explore the sale of
Conseco Finance and other events described elsewhere herein, the capital markets reacted by lowenng the
value of our pubhcly traded securities. Ini addmon the capital markets have also Iowered the value of the
securltles 1ssued in prev10us secuntlzanon transactrons of Conseco Fmance

ITEM TA. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information included under the caption “Market Sensmve Instruments and Risk Management in
“Item 7. Management’s Discussion and Analysis of Consolrdated F1nanc1al Condltlon and Results of
Operatlons is 1ncorporated hereln by reference : : :
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" REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors | -
and Shareholders of Conseco Inc.

. In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of
operations, shareholders’ equity and cash flows present fairly, in all material respects, the financial posmon of
Conseco, Inc. and subsidiaries at December 31, 2001 and 2000, and the results of their operations and their
cash flows for each of the three years in the period ended December 31, 2001, in conformity with accounting
principles generally accepted in theé United States of America. These financial statements are the fesponsibil-
1ty of the ‘Company’s management; our responsibility is to’ express an opinion on these financial statements
based on our audits. We conducted our audits of these statements in accordance with audltmg standards
gefierally accepted in the United States of America, which requiré that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion. '

As discussed in note 1 to the consolidated financial statements, the Company adopted EITF Issue
No. 99-20, “Recognition of Interest Income and Impairment on Purchased and Retained Beneficial Interests

in Securitized Financial Assets” in 2000.
WWM LLr

Indianapolis, Indiana
March 29, 2002
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CONSECO, INC. AND SUBSIDIARIES

. CONSOLIDATED BALANCE SHEET
December 31, 2001 and 2000
(Dollars in millions)

L ASSETS
. 2001 2000
Investments:
Actively managed fixed maturities at fair value (amortized cost:

2001 — $23,127.8; 2000 — $22,930.2) . . . ..o "..$22,347.0.  $21,755.1

- Interest-only securities at fair value (amortized cost: 2001 — $131 3 :

2000 — $431.2) L. e NP 141.7 432.9
Equity securities .at fair value (cost: 2001. — $257.3; 2000 — $286 8) e © 2270 . 2483
Mortgage loans. .. ...t e e 1,228.0 1,238.6
Policy 10ans . . ... e e e 635.8 647.2
Venture capital investment in TeleCorp PCS, Inc. . 4 ‘

(cost: 2001 —$39.0; 2000 — $53.2) ... ... . 1553 © - 258.6
Other invested assets . . ...t e 2924 436.9

Total INVESIMENTS . i ...t v ittt et i 250272 25,017.6

Cash and cash equivalents: ‘ I .‘

* Held by the parent company ....::............... e ©1522 0 2940
Held by the parent company in segregated accounts. . . .. P, Lo 547 819
Held by subsidiaries............. P P 2,853.9 1,287.7

Accrued investment incOme . .......... ... 00l e Seeeeoooooos T 68860 6433

Finance receivables .. ... .. i it i i - 3,810.7 3,865.0

Finance receivables — securitized ............... ... ... ... o 14,198.5 12,622.8

Cost of pohcles purchased .............................................. 1,657.8 1,954.8

Cost of policies produced . ..... e e S e J e 25702 2,480.5

Reinsurance receivables. . . . . e, 6630 . 669.4

GoodWill ... 3,695.4 3,800.8

Tncome tax assets. ... ...ttt e 678.1 6472

Assets held in separate accounts and investment trust . ...... F T e 2,376.3 2,610.1

Cash held in segregated accounts for investors...................oo..n. P .- - 5502 551.3

Cash held in segregated accounts related to servicing agreements and -

- SECUTiItization transSaCtions . .. ...........ueoerneeinnneeeunnentans. 994.6 866.7

Other aSSetS . ov vt e o 1,420.9 1,196.1 °

TOtal @SSEES . . oottt e - $61,392.3  $58,589.2
- a {continued on next page)

The accompanying notes are an integral part
of the consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET (Continued)
December 31, 2001 and 2000
(Dollars in millions)

LIABILITIES AND SHAREHOLDERS’ EQUITY

2001 2000
Liabilities:

Liabilities for insurance and asset accumulation products: Coe : . . g
Interest-sensitive products . ... $15,787.7  $16,123.2
Traditional products . ...... ... oo i, TRT S A S : 8,172.8 7,875.1

. Claims payable and other policyholder funds ............. . ... ... ... ... 1,005.5 "1,026.1

. Liabilities related to separate accounts and investment. trust ... ... SRR 2;376.3 2,610.1
Liabilities related to certificates of deposit .......... ... ... ... ... ... 1,790.3 . 1,873.3

Investor payables ... ... .. e 550.2 5513

Other liabilities . . ... ...t o e ieeeeee 01,6993 1,565.5

Investment DOrroWIngs . . .. ..o vttt e 2.2427 0 - 2198

= Notes payable: .’ . . S e
Dlrect corporate obligations ........ .. ... e 4,087.6. . 5,055.0
Direct finance obligations: - , : E

Master repurchase agreements . . ... e . 1,670.8 . . 1,8024
Credit facility collateralized by retained interests in securitizations . .. .. ... . 5073 . 5900
Other borrowings ...............coovuiee... P 3498 . 418.5
Related to securitized finance receivables structured as collaterahzed 7 L oo o
borrowmgs....-......._.....7...’......., ............... 14,484.5 12,100.6,
CTotal liabilities ... ..o e Lo 54,724.8 51,810.9

Minority interest: e

Company obhgated mandatorily redeemable preferred securities of sub51d1ary ‘ -
0D 5 S N PN "1,9145 - 2,403.9

Shareholders’ equity: : C : :

Preferred StOCK .. ... v et it i : 499:6 - 486.8

Common stock and additional pald in capital (no par -value, 1,000,000,000 - o A -
shares authorized, shares issued and outstanding: 2001 — 344,743, 196 ’ ‘ - :

2000 — 325,318,457 oottt P 13,4843 7 2911.8
--Accumulated other comprehensive loss . ......... ..o oo i i ' (439.0) © (651.0)
" Retained earnings . ... ...ttt e 1,208.1 - 1,626.8

_Total shareholders” equity .. ........ouurireiir et i eniniveenns. 4,753.0  4,374.4
Total liabilities and shareholders’ equity ............................ $61,392.3 $58,589.2

The:accompanying notes are an integral part
of the consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS. -
for the years ended December 31, 2001, 2000 and 1999
(Dollars in millions, except per share data)

2001 2000 1999

Revenues: .
Insurance policy income .. ... el e e e $4,065.7 $4,220.3 $4,040.5
Net investment income: /
Insurance and fee-based segment general account assets ....... e 1,811.2 1,919.6 1,987.8
Finance segment assets ........... ... ... .. e 2,292.1 2,013.5 - 817.7
Equity-indexed and separate account products .................... (286.4) 135.0 218.8
Venture capital income (loss) related to investment in TeleCorp o ,
PCS, Inc. ... ©(42.9) ©(199.5)- - 3348
Other [ e 20.9 518 323
Gain on sale of finance receivables. ...................... e ) 26.9 . 7 5 550.6
Gain on sale of interest in riverboat.................. ... .. PR : 192.4 , —
Net realized investment losses ..................ov.t. e (413.7) (358 3y - - (156.2)
Fee revenue and other income ... .. N PP .. 4419 1 50650 . 4894
Total TeVENUES ... vv vttt it et e e e 8,108.1 . 8,296.4 8,335.7
Benefits and expenses: : o S
Insurance policy benefits . ....... .. i ~ 3,506.8 . 4,071.0 - 3,815.9
Provision for losses . ... N 733.2 . 5857 147.6
Interest expense .............. P 1,609.2 1,453.1 561.7
AMOTHZATION . o L Lttt e e © 800.5 687.2 Co7s2.1
Other operating costs and expenses . ......... DA P 1,389.0 1,646.2 1,353.2
Special charges . ...ttt N 101.9 - 699.3 . —
Impairment charges . ... i i 386.9 ~ 5157 554.3
Total benefits and expenses ................................  8,527.5 9,658.2 7,184.8
Income (loss) before income taxes, minority interest, extraordmary ‘
gain (loss) and cumulative effect of accounting change ........ (419.4) - (1,361.8) 1,150.9
Income tax expense (benefit) ............. oo i (115.8) (376.2) 423.1
Income (loss) before minority interest, extraordinary gain (loss) -
and cumulative effect of accounting change ................ (303.6) (985.6) 727.8
Minority interest:
Distributions on Company-obligated mandatorily redeemable preferred
securities of subsidiary trusts, net of income taxes................. 119.5 145.3 132.8
Income (loss) before extraordinary gain (loss) and cumulative
effect of accounting change........... ... ... ... .. ... (423.1) (1,130.9) 595.0
Extraordinary gain (loss) on extinguishment of debt, net of income taxes 17.2 (5.0) —
Cumulative effect of accounting change, net of income taxes ........... — (55.3) —
Net income (loss) ... ..o i (405.9) (1,191.2) 595.0
Preferred stock dividends. . . ....... .. . 12.8 1.0 1.5
Net income (loss) applicable to common stock............... $ (418.7) $(1,202.2) $ 5935
Earnings per common share:
Basic:
Weighted average shares outstanding. . ..............cooveieen.. 338,145,000 325,953,000 324,635,000
Income (loss) before extraordinary gain (loss) and cumulative effect
of accounting change . ....... ... . i i i i $(1.29) $(3.51) $1.83
Extraordinary gain (loss) on extinguishment of debt............... .05 (.01) —
Cumulative effect of accounting change ......................... — {.17) —
Net income (loss) ....... ... $(1.24) $(3.69) $1.83
Diluted: ‘
Weighted average shares outstanding. ........................... 338,145,000 325,953,000 332,893,000
Income (loss) before extraordinary gain (loss) and cumulative effect
of accounting change . ... ... i e $(1.29) $(3.51) $1.79
Extraordinary gain (loss) on extinguishment of debt............... .05 .o1) —
Cumulative effect of accounting change ..................... ... - — (.17) —
Net income (10S8) .. .oovieei it PN . $(1.24) $(3.69) $1.79

The accompanying notes are ah integral part of the coxiSol_idéted financial statements.
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY
for'the years ended December 31, 2001, 2000 and 1999
(Dollars. in millions) .

Common stock  Accumulated other

Preferred  and additional comprehensive Retained
Total Stock paid-in capital loss -earnings
Balance, December 31, 1998........... $5,273.6  $ 105.5 $2,736.5. - . $ (284) $2,460.0
Comprehensive loss, net of tax: . : o o
"Netincome ..t 5950 595.0
Change in unrealized depreciation of '
. investments (net of applicable o
.income tax benefit of $427.4) ...... (743.2) - — - (743.2) -
. Total comprehensive 1oss . .. ..... (148.2) o o -
- Issuance of common shares.......... 209.6 — 2096 — —
- Issuance of convertible preferred . ‘ 4 :
shares . ........c.oovieveninii... 478.4 478.4 — .—
"Tax benefit relatéd to issuance of '
shares under stock option plans . ... 25.0 — 25.0 = —
Conversion of preferred stock into _ ' o ' ‘

. common shares.................. — . (105.5) . 105.5 — —
Cost of shares acquired ............. - (89.5) — (89.5) — —
" Dividends on preferred stock......... : (1.5) — — — (L)
" Dividends on common stock ......... ©(191.2) - —_ = ' — (191.2)

Balance, December 31, 1999........... $5,5562  $ 478.4 . $2987.1  $(771.6)

{(continued on following page)-. . .

‘The accompanying notes are an integral part
~ of the consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY (Continued)
' for the years ended December 31, 2001, 2000 and, 1999
(Dollars in millions)

Common stock  Accumulated other

Preferred  and additional comprehensive Retained
Total - stock paid-in capital loss earnings
Balance, December 31, 1999 (carried i ' o
forward from prior page) .......... $ 55562 $478.4 $2,987.1 $(771.6) - S 2;862.3
Comprehensive loss, net of tax: : : S ‘ L
Net 1088 v vvvvneeiiiii e (1,191.2) — - . — o (L191.2)
Change in unrealized depreciation of ‘ ‘
‘investments (net of applicable
income tax expense of $72.0) .. .. 120.6 — — 120.6 —
Total comprehensive loss . ... .. (1,070.6) :
Issuance of common shares for stock Co
options and for employee benefit ' : :
plans . ...t 6.6 — 6.6 : - L -
Issuance of convertible preferred R S
shares ................... . ... - 8.4 8.4 — T —
Issuance of warrants .............. 21.0 — 21.0 : — ' —
Settlement of forward contract .. ... (90.5) — (90.5) ' — ‘ —
Cost of shares acquired ........... (12.4) - (12.4) — —
Dividends on preferred stock . ... ... (11.0) — — = (11L0)
Dividends on common stock . ... ... (33.3) — — — 0 (333)

Balance, December 31, 2000......... § 43744 $486.8  $29(11.8 . $(651.0)  § 1,626.8

- (continued on following page)

The accompanying notes are an integral part.
" of the. consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY (Contmued)
for the years ended December 31, 2001, 2000 and 1999
(Dollars in° millions)

Common
~ stock Accumulated other
o Preferred and additional comprehensive Retained
Total stock paid-in capital loss earnings
Balance, December 31, 2000
" (carried forward from prior '
PAZE) e o $4,374.4 $486.8 $2,911.8 $(651.0) - 81,6268
Comprehensive loss, net of tax: ‘ - ' '
Netloss .........oovuvnn.. (405.9) — - — 7 (4059)
Change in unrealized - ‘
depreciation of investments
(net of applicable income tax : _ .
expense of $121.8) ......... 2120 — — 212.0 S =

Total comprehensive loss . . (193.9) :

Issuance of shares pursuant to
stock purchase contracts related . :
to FELINE PRIDES........ 496.6 — 496.6 - —

Issuance of shares pursuant to
acquisition of ExlService.com, :
Inc. ... 52.1 — 52.1 ‘ —

. Issuance of shares for stock
options and for employee

benefit plans . .............. 23.8 — 238 — —

- Payment-in-kind dividends on * s ' C

convertible preferred stock . .. 12.8 12.8 — — —
Dividends on preferred stock ... 128y — — — (12.8)

Balance, December 31, 2001 .. ... $4,753.0 $499.6 $3,484.3 $(439.0) © $1,208.1

The accompanymg notes are an integral part
of the consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS
for the years ended December 31, 2001, 2000 and 1999
(Dollars in millions)

2001 2000 1999
Cash flows from operating activities: .
Insurance policy income ...............0. ... . .0 e . '$ 35188 § 3,6344 $ 13,6354
" Net investment income . ... ... AU S 3,930.3 3,870.2 2,872.0
Points and origination fees .................. i i B — ©390.0
. Fee revenue and otherincome . . . .. PP 398.3 Cos22 *499.9
Insurance policy benefits ................ e . (2,792.8) (2,686.5) . (2,675.8)
Interest expense ... .. e e e (1,570.5)"  (1,331.6) (533.6)
Policy acquisition costs ......... ... ., S (667.0)  (794.2) (819.4)
Special charges...................... e . (29.5) (216.3) (20.9)
Other operating CoStS ... ...\ vtet ittt . (1,492.7) (1,751.2) (1,306.3)
TaXeS ot s e 29.8 (41.6) (252.7)
Net cash provided by operating activities ............... eeeeeoe.e 13247 1,205.3 1,788.6
Cash flows from investing activities: ' o o ‘ o
Sales of investments. . ... P R i e ‘ 24,1797 6,987.5 15,811.6
Maturities and. redemptions of investments. ... ... DI, e " 1,381.4 8255  1,056.8
- Purchases of investments. ...... O (25,509.5) (7,952.6) (18,957.4)
Cash received from the sale of finance receivables, net of expenses ....... 867.2. 2,501.2. 9,516.6
Principal payments recéived on finance receivables .................. . -8,611.3 .- 8,490.1 - 7,402.4
Finance recelvables originated ........ e ceeteeee e (12,3203) 0 (18,515.9) | (24,650.5)
Other . .. e e e . (136.7). (1652) . 368
Net cash used by‘,investing activities . . ...... e e . (2,926.9) (7,829.4)  (9,783.7)
Cash flows from financing activities:- * - ' » . ‘ C
Amounts received: for deposit products .. .. S S S - 4,204.8° - 4,966.7 3,935.0
Withdrawals from deposit products ........................ e (4,489.4) (4,545.9) (3,029.6)
Issuance of notes payable and commercial paper........... e 12,160.5 22,548.9 21,219.7
Payments on notes payable and commercial paper ............... .. ... (10,480.5) (14,416.2) (14,657.5)
"Change in cash held in restncted accounts for settlement of borrowmgs oo (2418) (689.7) (76.8)
Investment BOrTOwWIngs . ... ...\t o i e 2,022.9 (609.1) (127.3)
Issuance of Company- obllgated mandatonly redeemable preferred securities ‘ ‘ ) ‘ ‘
~of subsidiary trusts .. ... . i e e ] — — 534.3
Repurchase of Company-obligated mandatonly redeemable preferred . o ' -
securities: of subsidiary trusts ........ . . .. i : — (250.0) -
Issnance of common and convertible preferred shares................... ' © 4.1 -8 " 588.4
Payments for settlement of forwaid contract and to repurchase equrty o ;
SECUTTEIES « ottt ettt e ittt it et e e i .= (102.6) - (295)
Dividends on common and preferred shares and distributions on
Company-obligated mandatonly redeemable preferred securities of Do . .
- subsidiary trusts ........ e e e e e (181.2) . (302.1) (379.4)
Net cash provided by financing activities ......... P 29994 6,600.8 7,971.3
Net increase (decrease) in cash and cash equrvalents ............... 1,397.2 - . (23.3) " (17.8)
Cash and cash equivalents, beginning of-year..... T I 1,663.6 - 1,686.9 1,704.7
Cash and cash equlvalents, endofyear..........ooiiiiiiiiiiinn ... % 30608 $ 1,663.6 $ 1,686.9

The accompanying notes are an:integral part
of the consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES
NOTES TO CONSOL_IDATED FINANCIAL STATEMENTS

1. DESCRIPTION OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES:
Description of Business

-..Conseco, Inc. (“we”, “Conseco” or the “Company”) is a financial services holding company,with
subsidiaries operating throughout the United States. Our insurance subsidiaries develop, market and
administer supplemental health insurance, annuity, individual life insurance and other insurance products.. Qur
finance subsidiaries originate, securitize and service manufactured housing, home equity, home improvement,
retail credit -and- floorplan- loans made by the Company (references to loans made by the Company include
‘both"cash advances and purchases of obligations). Conseco’s operating strategy is to grow its business by
focusing its resources on- the development and expansion of profitable products andstrong distribution
channels, to seek to achleve superior investment returns through active asset management and to control
expenses. -

Durmg the last two years, Conseco has taken a number of actions desrgned to reduce - parent company
debt and increase the efficiency of our business operations. The actions with respect to Conseco Finance Corp..
(“Conseco Finance”, formerly Green Tree Financial Corporation prior to its name change in Novem-
ber. 1999), a wholly owned subsidiary of Conseco, include: (i) the sale, closing or runoff of several business
units (including asset-based leniding, vendor leasing, bankcards, transportation and park construction and
floorplan lending);- (ii) monetization of certain on-balance sheet financial assets through sales or as collateral
for:additional borrowmgs and (iii) cost savings and restructuring of ongoing biisinesses such as streamlining
of loan origination ‘operations in the manufactured housing and home equity divisions. In early 2002, Conseco
Finance announced its decision to reduce the size of its floorplan-lending business. The actions with respect to
our life insurancé segment include: (i) the planned sale of our variable insurance business, which-has been
designated for sale because of its lack of synergy with our targeted middle market consumer; (ii) planned

reinsurance transactions of various insurance blocks; and (iii) the division of our insurance segment into two

operatlng units: the first, based in Carmel, Indiana, includes our professwnal mdependent producer distribu-
tion channel and the other; based in Chicago, Illinois, includes our ¢areér agents and direct marketing
distribution channels With respect to all of ‘our business segments ‘we have initiated actions to improve
productivity - and quahty through our “Procéss Excellence” program. Through a combination of reduced
expenses, revenue enhancement projects and better deployment of caprtal the Process’ Excellence improve-
ments are intended to help us achieve our financial goals. Other planned changes include moving a 51gn1ﬁcant
number of jobs to India, where a highly-educated; low-cost, English-speaking labor force is available. We have
also completed the sale of certain non-strategic assets, such as our interest..in the riverboat casino in
Lawrenceburg, Indiana and our subprime auto loan portfolio. Our recent efforts have been focused primarily
on generating cash to meet our 2002 debt service . commitments. See note 2 for a-discussion of the current
business conditions and liquidity considerations of the Company _ . N

During 2001 and 2002, we began the process of non- renewmg our. major med1cal lines of busmess These
lines of business are referred to herein as the “discontinued major medical business”. These ‘actions*had a
51gmﬁcant effect on the Company’s operating results during 2001 and 2000. These lines had pre-tax losses of
$130.4 million in 2001 (including a write off of $77.4 million of the cost of policies produced and the: cost of
policies purchased related-to this business that is not recoverable) and $51.3 million in 2000. :
Basis of Presentation”

The following. summary explains the significant accounting policies we use to prepare our financial
statements. We prepare our financial statements in accordance with generally accepted accounting principles
(“GAAP”). We follow the accounting standards established by the Financial Accounting Standards Board
(“FASB”), the American Institute of Certified- Pubhc Accountants and the Securities and Exchange
Commission. - s Sl S
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CONSECO, INC.'AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Consolidation issues. On July.31, 2001, we completed the acquisition of ExiService.com, Inc. (“Ex17}, 4
firm that specializes in customer service and backroem outsourcing with operations in India. We issued’
3.4 million shares of our common stock in exchange for Ex1’s common stock. The total value of the
transaction is dpproximately $52.1 million. The Conseco Board of Directors (without -Gary C. Wendt, the
Company’s Chief Executive Officer, voting) approved the transaction, after receiving the recommendatioh of
a speécial committee of outside directors. Mr. Wendt was one of the founders.of Exl.-Mr. Wendt and his wife
owned 20.3 percent of Exl and his other relatives owned an additional 9.4 percent. Mr. Wendt and his wife
received 692,567 shares of Conseco common stock in the transaction (worth approximately $9.7 million at the
time the agreement was negotiated). However, these ' shares remain restricted until Conseco recovers its
$52.1 million acquisition price through cost savings achieved by transfemng work to Exl and/of pre-tax profits
from services provided to third parties by Exl. The shares also become unrestricted upon a change of control of
51 percent of the outstanding shares of Conseco common stock.

Statement of Financial Accounting Standards No. 141, “Business Combinations™ (“SFAS 1417}
eliminates the pooling-of-interests method of accounting for business combinations initiated after July 1, 2001
and also changes the criteria used to recognize intangible assets apart from goodwill. We were required to
apply these new rules in accounting for the Exl acquisition. Pursuant to these rules, in the. Exl acquisition
Conseco acquired: (i) goodwill with a value of $38.6 million, which has an indeterminate life; and (ii) other
intangible assets with a value of $7.5 million, which .are expected to have an average life of approximately
5 years. Pursuant to SFAS 141 and Statement of Financial Accountmg Standards No. 142, “Goodwill and
Other Intanglble Assets” (“SFAS 142”) described below under “Recently Issued Accounting. Standards”,
this goodwill is not amortized but is subject to annual impairment tests, effective January 1, 2002.

Our consolidated financial statements exclude the results of material transactions between us and our
consolidated affiliates, or among our, consolidated affiliates. We reclassified certain amounts in our 2000 and
1999 consolidated financial statements and notes to conform with the 2001 presentatlon These reclass1ﬁca-
tions have no effect on net income (loss) or shareholders’ equity. ’

Investments

Fixed maturities are securities that mature more than one year after issuance and include bonds, certdin
notes receivable and redeemable preferred stock. Fixed maturities that we may sell prior to maturity are
classified as actively managed and are carned at estimated fair value, with any unreahzed gain or loss, net of
tax and related adjustments, recorded as a component of shareholders’ equity. Fixed maturity securities that
we intend to sell in the near term are classifiéd as trading and included in other invested assets. We include
any unrealized gain or loss on trading securities in net investment losses.

Interest-only securities represent the right to receive certain future cash flows from securitization
transactions structured prior to our September 8, 1999 announcement (see “Revenue Recognition for Salés of
Finance Receivables and Amortization of Servicing Rights” below). Such cash flows generally are equal to
the value of the principal and interest ‘to be collected on the underlying financial contracts of each
‘securitization in excess of the sum of the principal and interest to be paid on the securities sold and contractual
servicing fees. We carry interest-only securities at estimated fair value. We determine fair value by discounting’
the projected cash flows over the expected life of the receivables sold using current prepayment, default, loss
and interest rate assumptions. We determine the appropriate discount rate to value these securities based on
our estimates of current market rates of interest for securities w1th similar yield, credit quality and maturity
characteristics. The discount rate was 16 percent at December 31, 2001, compared to 15 percent at
December 31, 2000. We record any unrealized gain or loss determined to be temporary, net of tax, as a
component of shareholders’ equity. With .the adoption of EITF Issue No. 99-20, “Recognition of Interest
Income and Impairment on Purchased and Retained Beneficial Interests in.Securitized Financial Assets”
(“EITF 99-20”) on July 1, 2000, declines in value are considered to be other than temporary when: (i) the:
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_ CONSECO, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED. FINANCIAL STATEMENTS — (Continued)

fair value of the security is léss than its carrying value; and (ii) the timing and/or'amount of cash expected to
be received from the security has changed adversely from the previous valuation which determined the
carrying value of the security. When declines in‘value considered to be other than temporary occur, we reduce
the amortized cost to estimated fair value and recognize a.loss in the statement of operations. The assumptions
used to determine new values are based on -our-internal evaluations and consultation with external advisors
having significant experience in valuing these securities. See note 4 for addmonal d1scussron of gam on sale of
recervables and 1nterest only securities. SR

Equity securities, 1nclude investments. in common stocks and non- redeemable preferred stock We carry
these investments-at estimated fair value, We record any unreahzed gain or.loss, net of tax and related
ad_]ustments as-a component of shareholders equity.

Mortgage loans held in our investment portfolio are carried at amortized unpaid balances, net of
provisions. for estimated losses. :

"'Po[_z'cy loans are s"tat‘e‘d at their curren’t‘”‘unp'aid principal balances.

Venture capital investment in TeleCorp PCS, Inc. (“TeleCorp™) was made by our subsidiary which
engages in venture capital invéstment activity. TeleCorp is a company in the wireless communication business.
Our investment in TeleCorp (currently AWE as described in the following paragraph) is carried at estimated
fair value, with changes in fair value recognized as investment income (loss). We held 12.6 million shares of
TeleCorp common stock with a fair value of $157.5 million at December 31; 2001 ($12.49 per share). Ini the
first quarter of 2002, AT&T Wireless Services, Inc. (“AWE”) acquired TeleCorp. Pursuant to the mergéer
agreement, our shares.of TeleCorp were converted into 11.4 million shares of AWE. Upon the completion of
the merger, there are no restrictions on our ability to sell our interest in AWE We expect to sell (or monetize
through borrowing and forward sale transactions) our remaining ; 1nterest in AWE during 2002, in conjunction
with our plans to meet our debt obhgat10ns

At March 18, 2002, our holdings of AWE common stock included: 10.3 million shares valued at
$102.2 million (which shares have not been monetized); and 1.1 million shares which are held as collateral for
a $12.1 million investment borrowing transaction and are subject to a forward sale contract pursuant to which
the Company has agreed to sell between .6 million and 1.1 million shares of AWE common stock for
$15.5 million on November 15, 2006. The number of shares purchased will be based on the $15.5 million
purchase price and the price of AWE common stock at the purchase date. However, such price will be no
lower than $14.9862 per share and no h1gher ‘than $24.3527 per share pursuant to the terms of the forward sale
contract.

The forward contract is a derivative that is required to be marked-to-market each per1od Since the
hedged asset (i.e., a portion of the shares of TeleCorp we own) is required to be carried at market value, the
hedge rules of SFAS 133 (as defined under the caption ‘“Accounting for Denvanves ) are not applicable.
However, since the value of the derivative will fluctuate in relation to the change in value of the related
TeleCorp common stock, we expect the forward contract to act as a hedge and reduce earnings volatility
associated with the TeleCorp common stock. At December 31, 2001, the value of the derivative was not
significant.

The market values of many companies in TeleCorp’s business sector have declined significantly in recent
penods We recognized venture capital investment income (loss) of $(42. 9) million, $(199.5) million and
$354 8 million in 2001, 2000 and 1999, respect1vely, pnmarrly related to this mvestment

Durmg the fourth quarter of 2001, we sold 4.6 million shares of TeleCorp common stock to certain-
investment trusts for $60.3 million. Conseco and its subsidiaries hold all of the debt issued by the trusts; a third
party owns the equity securities. The trusts are further described in note 3.
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Other invested assets include: (i) trading securities; (ii) Standard & Poor’s 500 Call Options (“S&P 500
Call Options”); and (iii) certain non-traditional investments. Trading securities are carried at market value
with the change in value recognized as a charge to net income (loss). These securities are expected to be sold
in the near term or relate to- our multibucket annuity products-as described under “Multibucket Annuity
Product” below. We carry the S&P 500 Call Options at estimated fair value as further described below under
“Accounting for Derivatives”. Non-traditional investments include investments in certain limited partner-
ships, mineral rights and promissory notes; we account for them using either the cost method, or for
investments in partnerships over whose operations the Company exercises significant influence, the equity
method. -

We defer any fees received or costs incurred when we originate investments. We amortize fees, -costs,
discounts and premiums as yield adjustments over the contractual lives of the investments. We consider
anticipated prepayments on mortgage-backed securities in determining estimated future yields on such
securities. ’ -

When we sell a security (other than trading securities or venture capital investments), we report the
difference between the sale proceeds and amortized cost (determined based on spec1ﬁc 1dent1ﬁcat10n) as an
investment gain or loss.

We regularly evaluate all of our investments based on current economic conditions, credit loss experience
and other investee-specific developments. If there is a decline in a security’s net realizable value that is other
than temporary, we. treat it as a realized loss and reduce the cost basis of the security to its estimated fair
value.

Cash and Cash Equivalents

Cash and cash equivalents include commercial paper, invested cash and other investments purchased
with original maturities of less than three months. We carry them at amortized .cost, which approximates
estimated fair value.

Finance Receivables

Finance receivables include manufactured housing, home equity, home 1mpr0vement retail credlt and
floorplan loans. We carry finance receivables at amortized cost, net of an allowance for credit losses.

We defer fees received and costs incurred when we originate finance receivables. We amortize deferred
fees, costs, discounts and premiums over the estimated lives of the receivables. We include such deferred fees
or costs in the amortized cost of finance receivables.

We genefally stop accruing investment income on finance receivables after three consecutive months of
contractual delinquency. '

Finance receivables transferred to securitization trusts in transactions structured as securitized borrowings
are classified as finance receivables — securitized. These receivables are held as collateral for the notes issued
to investors in the securitization trusts. Fmance recelvables held by us that have not been securitized are
cla551ﬁed as finance recelvables

Provision for Losses

The provision for credit losses charged to expense is based upon an assessment of ‘current and historical
loss experience, loan portfolio trends, prevailing economic and business conditions, and other relevant factors.
* In management’s opinion, the provision is sufficient to maintain the allowance for credit losses at a level that

adequately provides for losses inherent in the portfolio. :
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- We'reduce the carrying value of finance receivables to net realizable valug:at the earlier of: (i) six months
of contractual delinquency; or. (ii). when: we take possession of the-property securing- the finance receivable.
..In addition, during 2001, 2000 and 19'99', we established a provision for l_osses related to our guarantees of
bank loans and the related interest loans to approximately- 155 current. and former directors, officers and key
employees for. the purchase of Conseco common stock (see note 8, for additional information on this
provision). -

Cost of Policies Produced

"The costs that vary with, and are prrmanly related to, producing new insurance business are referred to as
cost of policies produced. We amortize these costs usmg the interest rate credited to the underlying policy:
(i) ‘in relation to the estimated gross proﬁts for universal life-type and investment-type products or (ii) in
relation to future antrcrpated premium revenue for other products.

When we reahze a gain or loss on mvestments backmg our universal life or mvestment -type products we.
adjust the amortization to reflect the change in estimated gross profits from the products due to the. gain.or loss
realized and the effect of the event on future investment yields. We also adjust the cost of policies produced
for the change in amortization that would have been recorded if actively managed fixed maturity securities had
been sold. at their stated aggregate fair value and the proceeds réinvested at.current yields. We include the
impact of this adjustment in accumulated other comprehensive income (loss)-within shareholders’ equity.

When we replace an existing insurance contract with another insurance contract with substantially
different terms, all unamortized cost of policies produced related to the replaced .contract is immediately.
written off. When we replace an existing insurance contract with another insurance contract with substantially
similar téfms, wé continue to defér the cost of policies produced’ assocrated with the replaced contract. Such
costs related to the replaced contracts which continue to be deferred were $10.0 mrlhon $5. 6 mllhon and
$8.6 million in 2001, 2000 and 1999, respectively. -

Each year, we evaluate the recoverability of the unamortized balance of the cost of policies produced. We:
consider estimated future gross profits or future premiums, expected mortality or morbidity, interest earned
and credited rates, persistency and expenses in deterniining whether the balance is recoverable If we
determine ‘a portion of the unamortized balance is not recoverable, it is charged to amortization expense.

Cost -of ‘Policies Purchased

The cost. assigned to the right to receive future cash ﬁows from contracts ex1stmg at the date of an
acquisition is referred to as the cost of policies purchased. We also defer renewal commissions paid i in excess of
ultimate commission levels related to the purchased: policies in this account. The balance of this account is
amortized, evaluated for recovery, and adjusted for the 1mpact of unrealized gains (losses) in the same
manner as the cost of~policies produced described above. s

The drscount rate we use to determme the value of the cost of policies purchased is the rate of return we
need to earn in order to invest in the business being acquired. In determining this requlred rate of return, we
consider many factors including: (i) the magnitude of the risks associated with each of the actuarial
assumptions used in determining expected future cash flows; (ii) the cost of our capital required to fund the
acquisition;. (iii) the likelihood of changes in projected future cash flows that might occur if there-are changes.
in insurance regulations and tax laws; (iv) the acquired company’s compatibility with other Conseco activities
that may favorably affect future cash flows; (v) the complexity of the acquired company; and. (vi). recent
prices (i.e., discount rates used in determining valuations) paid by others to acquire similar blocks of business.
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Goodwill

Goodwill is the excess of the amount we paid to acquire a company over the fair value of its net assets.
Our analy51s of acquired businesses indicates that the ant101pated ongoing cash flows from the earnings of the
purchased businesses extend beyond the maximurh 40-year period allowed for goodwill amortization.
Accordingly, we have amortized goodwill on a straight-line basis generally over a 40-year period. The total
accumulated amortization of goodwill was $613.3 million and $503.7 million at December 31, 2001 and 2000,
respectively Pursuant to generally accepted accounting principles in effect at December 31, 2001, we have
determined that goodwill is fully recoverable from projected undiscounted net cash flows from eafnings of the
subsidiaries over the remaining amortization period. If we had determined that the undiscounted projected
cash flows no longer supported the recoverability of goodwill over the remaining amortization period, we would
have reduced its carrying value with a corresponding’ charge to expense or shortened the amortization period.
Cash flows considered in such an analysis are those of the business acquired, if separately identifiable, or the
product line that acquired the business, if such earnings are not separately identifiable. See “Recently Issued
Accounting Standards” below for a discussion of new accounting standards applicable to goodwill which are
effective beginning on January 1, 2002. : -

Assets Held in Separate Accounts and Investment Trust

_ Separate accounts. are funds on which investment income and gains or losses accrue directly to certain
policyholders. The assets of these accounts are legally segregated. They are not subject to the claims that may
arise out of any other business of Conseco. We report separate account assets at market value; the underlying
investment risks are assumed by the contractholders. We record the related liabilities at amounts equal to the
market value of the underlying assets. We record the fees earned for adrnimstrative and contractholder
serv1ces performed for the separate accounts in 1nsurance policy income.,

In addition, we hold investments in a trust for the benefit of the purchasers of certain products of our
asset management subsidiary; this amount is offset by a corresponding liability account, the value of which
fluctuates in relation to changes in the values of these investments. Because we hold the residual interests in
the cash flows from the trust and actively manage its investments, we are.required to include the accounts of
the trust in our consolidated financial statements. We record the fees earned for investment management and
other services provided to the trust as fee.revenue. ‘ .

Recognition of Insurance Policy Income and Related Benefits and lExp_enses on Insuranc'ev Contracts

Generally, we recognize insurance premiums for traditional lifé and accident and- health contracts as’
earned over the premium-paying periods. We establish reserves for future benefits' on a net-level premium
method based upon assumptions as to investment yields, mortality, morbidity, withdrawals and dividends. We
record premiums for universal life-type and investment-typé contracts that do not involve significant mortality
or morbidity risk as deposits to insurance liabilities. Revenues for these-contracts consist of mortality,
morbidity, expense and surrender charges. We establish reserves for the estlmated present value of the
remaining net costs of all reported and unreported claims, . : -

Liabilities Related to Certificates of Deposit

- These liabilities relate to the certificates of ‘deposits issued-by our bank subsidiaries. The lability and
interest expense account.are also increased for the interest which accrues on the deposits. At December 31,
2001 and 2000, the weighted average interest-crediting rate on these deposits was 4.7 percent and 6.9 percent,
respectively. ; , -
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Reinsurance S

In the normal course of business, we seek to limit our exposure to loss on any single 1nsured or to certain
groups of pohcres by ceding reinsurance to other insurance enterprises.. We currently retam no more than
$.8 million of mortahty risk on any.one policy. We dlver51fy the risk of reinsurance loss by using a number of
reinsurers that have strong claims-paying ratings. If any reinsurer.could not meet its obllgatlons the Company
would assume the liability. The likelihood of a material loss being incurred as a result of the faxlure of one of
our reinsurers is considered remote. The cost of reinsurance is.recognized over the life of the remsured pohcres
using assumptlons con51stent with those, used to account for the underlying policy. The cost of reinsurance
ceded totaled $253.7 ‘million, $248.3 million and $418.6 million in 2001, 2000 and 1999, respectively. A
receivable is recorded for the reinsured portion of insurance pOlle benefits paid and liabilities for i insurance
products Reinsurance recoveries netted against insurance “policy benefits totaled $205. 9 million, $283.2 mil-
lion and $392.0 rnllhon in 2001, 2000 and 1999, respectively. -

From time-to-time, ‘we assume insurance -from other companies. Any costs associated with the
assumption of insurance are -amortized consistent with the method used to amortize the cost of policies
produced described above. Reinsurance premiums assumed totaled $147.0 million, $305.4 million and
$547.8 million in 2001, 2000 and 1999, respectively.

Income Taxes

* Our income tax expense includes aéféned income taxes arising from temporary differences between the
tax and financial reporting bases of assets and llab111t1es and net operating loss carryforwards. In assessifg ‘the
reahzatron of deferred income’ tax assets, we consider whether it is more ‘likely than not that the deferred
incorhe’ tax assets will be realized. The ultimate realization of deferred income tax assets depends upon
generating future taxable income during the periods in which temporary differences become deductible and
net operating loss carryforwards expire. If future income ‘is not generated as expected, a valuatlon allowance
will be established.

Investment Borrowmgs )

As part of our investment strategy, we may enter into reverse repurchase agreements and dollar-roll‘
transactions toincrease our investment return or to improve our liquidity. We account for these transactions as
collateral borrowings, where the amount borrowed is equal-to the sales price of the underlying securities.
Reverse repurchase agreements involve a sale of securities and an agreement to repurchase the same securities
at a later date at an agreed-upon price. Dollar rolls are similar to.reverse repurchase agreements except that,
with dollar rolls, the repurchase involves securities that are only substantially the same as the securities sold.
Such borrowings averaged $1,029.7 million: during 2001 and $324.4 million during 2000. These berrowings
were collateralized by investment securities with fair values approximately equal.to the loan value. The
weighted average interest rate on short-term collateralized borrowings was 3.3 percent and 5.7 percent in 2001
and 2000, respectively. The primary risk associated with short-term collateralized borrowings is that a
counterparty will be unable to perform under the terms of the contract. Qur exposure is limited to the excess
of the net replacement cost of the securities over the value of the short-term investments (such excess was not.
material at December 31, 2001). We believe the counterparties to our reverse repurchase and dollar-roll
agreements are financially responsible and that the counterparty risk is minimal.

Use of Estimates

When we prepare financial statements in conformity with GAAP, we are required to make estimates and
assumptions that significantly affect.various reported -amounts of assets and liabilities, and the disclosure of
contingent assets and liabilities at the date of-the financial statements and.revenues.and expenses during the
reporting periods. For example, we use significant estimates and assumptions in calculating values for the cost
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of policies ‘produced, the cost of policies purchased, interest-only securities, certain investments, servicing
rights, goodwill, liabilities for insurance and asset accumulation products, liabilities related to litigation,
guaranty fund assessment accruals, liabilities related to guarantees of securitized debt-issued in conjunction
with certain sales of finance receivables and liabilities related to guarantees of bank loans and the related
interest loans to certain current and former directors, officers and key employees, gain on sale of finance
recewables allowance for credit losses on finance receivables and the reliance on generating adequate future
taxable income to support deferred mcome‘tax assets. If our future experience differs. materially from these
estimates and assumptions, our financial statements would be affected.

Accounting for Derivatives |

Qur equity-indexed annuity products provide a guaranteed base rate of return and a higher potential
return” linkéd to the performance of the Standard & Poor’s 500 Index (“S&P 500 Index”) based on a
percentage (the participation rate) over an annual period. At the beginning of each policy year, a new index
period begins. The Company is able to change the participation rate at the beginning of each index period,
subject to contractual minimums. We buy S&P 500 Call Options in an effort to hedge potential increases to
policyholder benefits resulting from increases in the S&P 500 Index to which the product’s return is linked.
We include the cost of the S&P 500 Call Options in the pricing of these products. Policyholder account
balances for these annuities fluctuate in relation to changes in the values of these options. We reflect changes
in the estimated market value of these options in net investment income. Option costs that are attributable to
benefits- pr0v1ded were $119.0 million, $123.9 million and $96.3 million during 2001, 2000 and 1999,
respectively. These costs are reflected in the change in market value of the S&P 500 Call Options included in
investment income. Net investment income related to equity-indexed products before this expense was.
$4.8 million, $12.9 million and $142.3 million in 2001, 2000 and.1999, respectively. Such amounts were
substantlally offset by the correspondmg charge to insurance policy beneﬁts The estimated. fair value of the
S&P 500 Call Options was $49.8 million and $30.4 million at December 31, 2001 and 2000, respectively. We
class1fy such instruments as other invested assets. The Company accounts for the options issued to the
policyholder for the estimated life of the annuity contract as embedded derivatives as defined by Financial
Accounting Standards No. 133, “Accounting for. Derivative Instruments and Hedging Activities”, as amended
by Statement of Financial Accounting Standards No. 137, “Deferral of the Effective Date of FASB Statement
No. '133” and Statement of. Financial Accounting Standards No. 138, “Accounting for Certain Derivative
Instruments and Certain Hedging Activities” (collectively referred to as “SFAS 133”). The Company records
the change in the fair values of the embedded derivatives in current earnings as a component of policyholder
benefits. The fair value of these derivatives, which are classified as “llabﬂltles for interest-sensitive products”
was $491.2 million at December 31, 2001. '

. On June 29, 2001, we entered into interest rate swap agreements to convert the fixed rate on our senior
notes (10.75 percent) to a variable rate .based on LIBOR plus 4.75 percent. In accordance. with the
requirements of SFAS 133, the change in the fair value of the interest rate swap and the gain or loss on the
hedged senior notes attributable to the hedged interest rate risk are. recorded in current-period, earnings.
Because the terms of the interest rate swap agreements substantially match the terms of the senior notes, the
gain or loss on the swap and the senior notes will generally be equal and offsetting (although the effective
interest rate on our debt will be affected). '

In early October 2001, we terminated these interest rate swap agreements for cash proceeds of
$19.0 million (the value of the terminated swap agreements). No gain was recognized upon the termination of
the interest rate swap agreements. Instead, the change in the fair value of the senior notes recorded while the
interest rate’ swaps were outstandmg will be amortlzed as a reductlon to- mterest expense over the remammg
life of our senior notes. -
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In October 2001, we also entered into new interest.rate swap agreements to replace the terminated
agreements which convert the fixed rate on.our 10. 75% senior notes to a variable rate based on LIBOR plus.
5.7525 percent (currently 7.62 percent) At December 31 2001, “notes payable-direct corporate obl1gatrons
was decreased by $13.5 million to reflect the est1mated fair Value of such interest rate swap. agreements...

If the counterparties for the S&P 500 Call Options-or the interest rate swap agreements’ fail to-meet their
obhgat1ons Conséco may have to recognize a loss: Conseco limits its exXposure to such a loss by diversifying
among several -counterparties believed to 'be”strong -and creditworthy. At December 31, 2001 all of: the
counterparties were rated “A” or higher’by Standard & Pooi’s ‘Corporation. o

In the past, we have used interest-rate swaps to hedge the interest rate risk associated with our borrowed
capital. These agreements were terminated during 2000. We realized a net investment loss of $38.6 milliori-
(net of an 1ncome tax benefit of $20 6 million) related to such termrnatrons dunng 2000.

The Company entered into a forward sale contract related to a portron of its Venture capltal 1nvestment in
TeleCorp. Such contract is carried at market value, with the change in such value being recognized as venture
capital income (loss). The value.of the denvatrve fluctuates in value in relatton to the TeleCorp common stock
it relates to, See “Venture capital investment in TeleCorp” above for addltronal information.

Multlbucket Annurty Product

The Company’s multibucket annuity is a fixed annuity product ‘that credits interest based on the
experience of a particular market strategy. Policyholders allocate their annuity premium payments to several
different market strategies based on-different asset classes within the Company’s investment portfolio. Interest
is credited to this product based on the market return of the given strategy, less management fees, and funds’
may be moved between differenit stratégies. The Company guarantees a minimurn return of premium plus
approximately 3 percent per annum over the life of the contract. The invéstments backing the market
strategies of these products are de51gnated by the Company as trading securifies. The change in'the fair value
of these securities is included in 1nvestment income which is substantlally oﬂ'set by the change in 1nsurance
pol1cy beneﬁts for these products - : )

Revenue Recogmtlon for Sales-of Finance Receivables and Amortlzatron of Servrcmg nghts

Subsequent to September 8, 1999 we are using the portfoho method (the accountmg ‘method requrred for
securitizations which are now structured as secured borrowings) to account for securitization transactions. Our
securitjzations.are now structured in a manner that requires  them. to be accounted for under the portfolio
method, whereby the loans and securitization debt remain on our- balance sheet pursuant to Financial
Accounting Standards Board Statement No. 140, “Accounting for.the Transfer and Servicing of Financial
Assets and Extinguishments of Liabilities” (“SFAS 1407).

" For securitizations structured- prior to September 8, 1999, wé accounted for thé transfer of finance
receivables as sales. In applying generally accepted accounting principles to our securitized sales, we
recognized a gain, representing the difference between the proceeds from the sale (net of related sale costs)
and the carrying value of the component of the finance receivable sold. We determined such carrying value by
allocating theé carrying value of the finance receivables between the portion we sold and the interests we
retained (generally interest-only securities, servicing rights and, in some instances, other securities), based on
each portion’s relative fair values on the date of the sale.

~ During 1999, the Company sold $9.7 billion of finance receivables in securitizations structured as_sales
and recognized gains of $550.6 million. The gains recognized were dependent in.part on the previous carrying
value of the finance receivables included in the securitization transactions, allocated between the assets sold
and our retained interests.based on their relatrve fair value at the date of transfer. To obtain fair values, quoted
market prices were used if available. However, quotes were generally not available for retained interests, so we-
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estimated the fair values based on the present value of future expected cash flows.using our estimates of the
key assumptions — credit losses, prepayment speeds, forward yield curves, and drscount rates commensurate
with the risks involved. Lo :

We amortize the servicing rights we retain after the sale of finance receivables, in proportion to, and over
the estimated period of, net servicing income. '

We evaluate servicing rights for impairment on an ongoing basis, stratified by product type and
securitization period. To the extent that the recorded amount exceeds the fair value for any strata, we establish
a valuation allowance through a charge to earnings. If we determine, upon subsequent measurement of the fair
value of these servicing rights, that the fair value equals or exceeds the amortized cost, any previously recorded
valuation allowance would be deemed unnecessary and restored to earnings.

Fair Values of Financial Instruments

We use the following methods and assumpt10ns to determine the est1mated fair values of financial
instruments:

Investment securities. For fixed maturity securities (including -redeemable preferred-stocks) and for
equity and trading securities, we use quotes from independent pricing services, where available. For
investment securities for which such quotes are not available, we use values obtained from broker-dealer
-market makers or by discounting expected future cash flows using a current market rate appropriate for
the yield, credit quality, and (for fixed maturity secuntres) the matunty of the investment being priced.

Interest-only securities. 'We discount future expected cash flows over the expected l1fe of the receivables
sold using current estimates of future prepayment, default, loss severity and interest rates. We consider,
any potential payments related to the guarantees of certain lower rated securities issued by the
securitization trusts in the projected cash flows used to determine the value of our interest-only securities.

Venture capital investment in TeleCorp. We carry this investment at estrmated farr value based on
quoted market prices.

. Cash and cash equivalents. The carrying amount for these instruments approximates their estimated
fair value. o : - o

" Morigage loans and policy loans. We discount future expected cash flows . for loans included in our
.investment portfolio based on interest rates currently being offered for 51m1lar loans to borrowers with
similar credit ratings. We aggregate loans with similar characteristics in our calculations. The market
value of policy loans approximates their carrying value : c

~ Other invested ass_e_ts. We use quoted market pr1ces where ava1lable When quotes are not available, we

~ estimate the fair value based on;. (i) discounted. future expected cash flows; or (ii) independent

transactions which establish a value for our 1nvestment When we are unable to est1mate a fair value, we
assume a market value equal to carrying value.

Finance receivables. The estimated fair value of finance receivables, including those that have-been
securitized, is determined based on general market transactions which establish values for similar loans.

Insurance liabilities for interest-sensitive products. We discount future expected cash flows based on
interest rates currently being offered for similar contracts with similar maturities. '

Liabilities related to certificates of deposit. We estimate the fair value of these liabilities using
discounted cash-flow analyses based on current crediting rates. Since crediting rates-are generally not
guaranteed beyond one year, market value approximates carrying value. :
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Investment borrowings and notes payable. For publicly traded debt, we use current market values. For

other notes, we use discounted cash flow. analyses based on our current 1ncremental borrowing rates for
similar types of borrowing arrangements. o :

-Company-obligated mandatorily redeemable p)eferred securltles of subsidiary trusts. We use quoted
market prices. : ’ '

- Here are the ‘estimated fair values of our financial instruments: .

2001 C 2000

" Carrying Fair Carrying Fair °
Amount Value Amount Value

(Dollars in millions)

Financial assets: . o ) . :
. Actively managed fixed matuntles .................. $22,347.0 $22,347.0 $21,755.1  $21,755.1

Interest-only securities ................. [ 141.7 ~ 141.7 432.9 4329
Equity securities . ........ ... . i 227.0 227.0 2483 2483
Meortgage. loans . ................... e .. 1,228.0- . 1,210.7 1,2386--  1,197.7
Policy loans . . ... e e 635.8 . 635.8 647.2 647.2
Venture capital investment-in TeleCorp .............. oo 15853 0 1553 258.6 258.6
Other invested assets ........... ... ......... PR ©.0292.4 292.4 --436.9 - 6269
Cash and cash equivalents........ e e . ..3,060.8 .- 3,060.8: 1,663.6  1,663.6
Finance receivables (including finance recelvables — _
securitized) ........ ... .l PP S0 18,0092 T 18,3767 ¢ 16,487.8  17,108.7
Financial liabilities: : o R o
Insurance liabilities for interest-sensitive products (1) 1577877 15,787.7  16,123.2 = 16,123.2
Liabilities related to-certificates of deposit . .-...... oo 11,7903 ¢ 1,7903 © 1,873.3 ° '1;873.3
Investment borrowings ........ ... ... .o ool 2,242.7 . 2,242,7 . 2198 . 2198
" Notes payable and commercial paper: o ‘ _ '
COrpoTate . .o vt .4,087.6 2,866.1 5,055.0 4,394.9
- Finance................ T, e 2,527.9 2,455.2: 2,810.9 . 2,734.0
Related to securitized finance receivables structured S ’
as collateralized borrowings .................0.. 14,484.5 14,774.3 12,100.6 12,323.8
- Company- obhgated mandatorily redeemable preferred ’ _ . h ,
securltles of subsrdrary trusts......... e 1 914 5 1 ,206.5 -2 4039 '1,290.3

(1) The estimated fair value of the liabilities for interest-sensitive products was approxrmately equal to its
carrying value at December 31, 2001 and 2000." This was because interest rates credited on the vast
majority of account balances approximate current rates paid on similar products and because these rates
are not generally guaranteed beyond one year. We are not required to disclose fair values for insirance
liabilities, other than those for interest-sensitive products. However, we take into consideration the
estimated fair values of all insurance liabilities in our overall management of interest rate risk. We
attempt to minimize exposure to changing interest rates by matching investment maturmes w1th amounts
due under insurance contracts. :

Cumulati.ve Effect of Acccun_ti'ng Change
- During the third quarter of 2000, the Emerging Issues Task Force of the Financial Accounting Standards
Board issued EITF 99-20, a new accounting requirement for the recognition of impairment on interest-only

securities and other retained beneficial interests in securitized financial assets.
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Under the prior accounting rule, declines in the value of our interest-only securities and other retained
beneficial interests in securitized financial assets were recognized in the statement of operations when the
present value of estimated cash flows discounted at a risk-free rate using current assumptions was less than the
carrying value of the interest-only security.

Under the new accounting rule, declines in value are recognized when: (i) the fair value of the retained
beneficial interests are less than their carrying value; and (ii) the timing and/or amount of cash expected to be
received from the retained beneficial interests have changed adversely from the previous valuation which
determined the carrying value of the retained. beneﬁc1al interests. When both occur, the retained beneﬁcral
interests are ‘written down to fair value.

We adopted the new accounting rule on July 1, 2000. The cumulative effect of the accounting change for
periods prior to July 1, 2000 was a charge to the statement of operations of $55.3 million (net of an income tax
benefit of $29.9 million), or $.17 per diluted share. The cumulative effect of the accounting change includes:
(i) $45.5 million (net of an income tax benefit of $24.7 million} related to interest-only securities; and
(ii) $9.8 million {net of an income tax benefit of $5.2 million) related to other retained beneficial interests in
securitized financial assets held. by our insurance segment. '

Impairment Charge

During 2001 and 2000, our interest-only securities did not perform as Well ds antrcrpated In addition, our
expectations regarding future economic conditions changed. Accordingly, we changed various underlying
assumptions (including default, severity, credit loss and discount rate assumptions) related to the future
performance of the underlying loans to be consistent with our expectations. As a result, the expected future
cash flows (including any potential payments related to the guarantees of certain lower rated securities issued
by the securitization trusts) from interest-only securities changed adversely from previous estimates. Pursuant
to the requirements of EITF 99-20 (described above under “Cumulative Effect of Accounting Change”), the
effect of these changes was reflected immediately in earnings as an impairment charge. In 2001, we recognized
an impairment charge of $264.8 million ($171.3 million after the income tax benefit). related to our interest-
only securities. We also recognized a $122.1 million ($79.1 million after the income tax benefit) increase in
the valuation allowance related to our servicing rights as a result of the changes in assumptions in 2001. In
2000, the effect of the impairment charge and adjustments to the value of our interest-only securities and
servicing rights totaled $515.7 million ($324.9 million after the income tax benefit) in addition to the
cumulative effect of adopting EITF 99-20 of $70.2 million ($45.5 million after the income tax benefit). .

In addition, during 1999 and early 2000, the Company reevaluated its interest-only securities and
servicing rights, including the underlying assumptions, in light of loss-experience exceeding previous
expectations. The principal change in the revised assumptions resulting from this process was an‘increase in
expected future credit losses, relating primarily to reduced assumptions as to future housing price inflation,
recent loss experience and refinements to the methodology of the valuation process. The effect of this change
was offset somewhat by a révision to the estimation methodology toincorporate the value associated with the
cleanup call rights held by the Company in securitizations. We recognized a $554.3 million impairment charge
($349.2 million after tax) in 1999 to reduce the book value of the interest-only securities and servicing rights.

Recently Issued Accountmg Standards

The FASB issued Statement of Financial Accounting Standards No 144, “Accounting for the
Impairment of Long-Lived Assets” (“SFAS 144”) in August 2001. This standard addresses the measurement
and reporting for impairment of all long-lived assets. It also broadens the definition of what may be presented
as a discontinued operation in the consolidated statement of operations to include components of a company’s
business segments. SFAS 144 requires that long-lived assets currently in use be written down to fair value
when considered impaired. Long-lived assets to be disposed of are written down to the lower of cost or fair
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value less the estimated cost to-sell. The Company is.required to implement this standard beginning January 1,
2002. We do not expect that the adoption of this standard will have a material effect on our financial posmon
or results of operations. - : :

The FASB issued Statement of Financial Accounting Standards No. 141, “Business Combinations”, and’
No. 142, “Goodwill and Other Intangible Assets” in June 2001. Under the new rules, intangible assets with an
indefinite life will no longer be amortized in periods subsequent to December, 31, 2001, but will be subject to
annual impairment tests (or more frequent under certain circumstances), effective’ January 1, 2002. The
Company has determined that all of its goodwill has an indefinite life and is therefore subject to the new rules.
Application of the nonamortization provisions is expected to improve our financial results by approximately:
$110 million (approximately $.29 per share based on diluted shares outstandlng for the year ended
December 31, 2001, ‘without ad]ustment for anttdllutlon) in the year ended December 31 2002

SFAS 141 requires that all business comblnatlons initiated after June 30, 2001 be- accounted for using the
purchase method, and prospectively prohibits the use of the pooling-of-interests method. Conseco accounted
for its 1998 acquisition of Green Tree Financial Corporation (subsequently renamed “Conseco Finance™)
using the pooling-of-interests method. The new rules do not permit us to change the method of accounting for
previous acquisitions accounted for using the pooling-of-interests method. Pursuant to SFAS 142, the goodwill
impairment test has two-steps. For Conseco, the first step consists of determining the estimated fair value of
the business units comprising our insurance segment (since all of our goodwill relates to the insurance
segment, the goodwﬂl impairment test is not relevant to, the finance business). The estimated fair value will be
compared to the unit’s book value. If the estimated fair value exceeds the carrying amount, the test is
complete and goodwill is not impaired. If the fair value is less than the carrying value, the second step of the
impairment test must be performed. Although SFAS 142 is required to b¢ adopted as of January 1, 2002, the’
transition provision gives the Company until' Jurie 30, 2002 to complete the first step of the initial impairment’
test. The significant factors used to determine the estimated fair value of our insurance business include
analyses of 1ndustry market valuatlon historical and pI’O]CCted performance of the Company, discounted cashi’
flow analysus and the current market value of our common stock. Conseco expects to complete step 1 pnor to
the June 30, 2002 deadline. At December 31, 2001, the closing market price of a share of Conseco cofiimon
stock was $4.46 compared to the book value per common share, excluding accumulated other comprehenswe
income (loss), of $13.61. Pursuant to the guidance in SFAS 142, quoted market prices in active markets are
the best evidence of fair value and shall be used as the basis for measurement, if available. However, the’
market value of our common ' stock is only partially based on the value of our insurance segment and
therefore, need not be the sole basis of the determination of the fair value of the insurance segment. Although
all of the analyses required to complete step 1 have not yet been completed, Conseco believes that the carrying
value of the business units comprising our insurance segment will exceed-their estimated fair value and that we
will be required to complete the second step, which must be completed by the end of 2002. This step is more
complex than the first because it involves the valuation of all assets and liabilities, and then comparison of the
business unit’s “implied goodwill” with the carrying value of its goodwill. If the carrying value exceeds the
implied value in the initial application of this standard, an impairment loss is recognized as a cumulative effect
of a change in accountmg standard. Subsequent impairments, if any, would be classified as an operatmg
expense.. : .

The Company is currently evaluating the carrying value of goodwill under this standard and expects to be
able to meet the transitional time line described above. We expect to record some level of impairment of
© goodwill in. 2002 as a result of adopting this standard; however, the amount of such impairment, which could
be material, is unknown at this time and is dependent upon the estimated fair market value-of the insurance
segment, which is currently in process. If we determine that an impairment charge is necessary based on our
initial test, the rules require that we recognize the charge in the first quarter of 2002 (through restatement of
first quarter results, if such impairment test is completed subsequent to March 31, 2002, as permitted by the
transition provisions of the new rules). Although this standard will increase the Company’s results of
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operations in the future due to the elimination of goodwill amortization from our statement of operations, any
impairments would result in a charge calculated as discussed in the preceding paragraphs. In the first quarter
of 2002, our bank credit facilities were amended so that any charges taken to write off goodwill to the extent
required by SFAS 142 will be excluded from the various financial ratios and covenants we are required to meet
or maintain.

The FASB issued SFAS 140, which is a replacement for Statement of Financial Accounting Standards
No. 125, “Accountmg for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities”;
and a related lmplementatlon guide in September 2000. SFAS 140 and the implementation guide havev
changed the criteria that must be met for securitization transactions to be recorded under the portfolio
method. We did not need to make any significant changes. to our securitization structures to meet the new
criteria which are effective for securitization transactions completed after March 31, 2001. We first adopted
the SFAS 140 requirement for additional disclosures on securitization in our December 31, 2000, consolidated
financial statements.

SFAS 133 requires all derivative instruments to be recorded on the balance sheet at estimated fair'value.
Changes in the fair value of derivative instruments are to be recorded each period either in current earnings or
other comprehensive income (loss), depending on whether a derivative is designated as part of a hedge
transaction and, if it is, on the type of hedge transaction. We adopted SFAS 133 on January 1, 2001. The
initial adoption of the new standard did not have a material impact on the Company’s financial position or
results of operations and there was no cumulative effect of an accounting change related to its adoption.

Warrant for Five Percent of the Cbnimon Stock of Conseco Finance

As partial consideration for a financing transaction, Conseco Finance issued a warrant which permits the
holder to purchase 5 percent of Conseco Finance at a nominal price. The holder of the warrant or Conseco
Finance may cause the warrant and any stock issued upon its exercise to be purchased for cash at an appraised
value- in May 2003. Additionally, until May 2003, the holder has the right (subject to certain terms and
conditions) to convert the warrant into convertible preferred- stock of Conseco (see note 16). Since the
warrant permits cash settlement at fair value at the option of the holder of the warrant, it has been included in
other liabilities and is measured at fair value, with changes in its value reported in earnings. The estimated fair
value of the warrant at December 31, 2001 was $38.1 million. The estimated value was determined based on
discounted cash flow and market multiple valuation techiniques. During 2001, we recognized a $10.0 million
benefit as a result of the decreased Value of the warrant (Wthh was classified as a reduction to spec1al
charges — see note 9)

2. BUSINESS CONDITIONS AND LIQUIDITY CONSIDERATIONS:

We have substantial indebtedness. ‘At December 31, 2001, the par value of our notes payable was
$4.1 billion and the par value of Company-obligated mandatorily redeemable preferred securities of subsidiary
trusts was. $1.9 billion. We have a recent history of net losses. For the year ended December 31, 2001, on a
consolidated basis we had a net loss applicable to common stock of $418.7 million and interest expense of
$1,609.2 million. For the year ended December. 31, 2000, on a consolidated basis, we had a net loss applicable
to common stock of $1,202.2 million and interest expense of $1,453.1 million. Our-earnings before fixed
charges, preferred stock dividends and distributions on Company-obligated mandatorily redeemable preferred
securities of subsidiary trusts were inadequate to cover fixed charges by $623.1 mllhon and $l 602.4 million for
the years ended December 31, 2001 and 2000, respectively.

We are a holding company with no business operations of our own. We depend on our operating
subsidiaries for cash to make principal and interest payments on our debt .(including payments to subsidiary
trusts to be used for distributions on Company-obligated mandatorily redeemable-preferred securities), to pay
administrative expenses.and income taxes. The cash we receive from our subsidiaries consists of fees for
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services providéd, tax sharing payments, dividends and surplus debenture interest and principal payments. A
deterioration in any of our significant subsidiaries’ financial condition, earnings or cash flows could limit such
subsidiary’s ability to pay cash dividends or ‘make other payments to us, ‘which in turn, would limit our ‘ability
to meet our debt service requirements and satisfy ‘other parent company financial obligations; we do not
anticipate any such deterioration.

The ability of our insurance subsidiaries to pay dividends is ‘'subject to state insurance department
regulations. These regulations generally permit dividends to bé paid from earned surplus of the insurance
company for any 12-month period in amounts equal to the greater of (or in a'few states, the lesser of): (i) net
gain from operations for the prior year; or (ii) 10 percent of surplus as of the end of the preceding year. Any’
dividends in excess of these levels require the approval of the director or commissioner of the applicable state
insurance department. During the first quarter of 2002, we received approval from various insurance regulatory
authorities to pay dividends to Conseco of $225.5 million. During the.remainder of 2002, we expect to request
permission from the regulatory authorities to pay additional extraordinary dividends, substantially all of which
are related to planned reinsurance transactions. Such dividends and any other additional dividend payments
during 2002 will require the permission of. the regulatory authorities.

We have taken a number of actions designed to restructure our debt and increase the efficiency of our
business operations. The actions with respect to Conseco Finance include: (i) the sale, closing or runoff of
several business units (including asset-based lending, vendor leasing, bankcards, transportation and park
construction and floorplan lending); (ii) ‘monetization of certain on-balance sheet financial assets through’
sales or as collateral for additional borrowings; and (iii) cost savings and restructuring of ongoing businesses
such as streamlining of loan origination operations in the manufactured housing and home equity divisions. In
early 2002, Conseco Finance announced its decision to reduce the size of its floorplan lending business. The
actions with respect to our insurance segment include: (i) the planned sale, reinsurance or other transactions-
with respect to our variable insurance business; (ii) planned reinsurance transactions of various insurance
blocks and sale of our. non-core insurance subsidiaries; and (iii) the division of our insurance segment into two, ‘
operating groups: -the first, based in Carmel, Indiana, includes our professional 1ndependent producer
distribution channel and the other, based in Ch1cago Ilinois, 1ncludes our career agents and direct marketing,
distribution channels. With respect to all -of our business segments we have initiated actions te improve
productivity and quality through our *Process Excellence” program. Through a combination of reduced
expenses, revenue enhancement projects and better deployment of capital, the  Process Excellence improve-
ments are intended to help us achieve our financial goals. Other planned changes include moving a significant
number of jobs to India, where a highly-educated, low-cost, English-speaking labor force is available. We have
also completed the sale of certain non-strategic assets, such as our interest in the riverboat casino in
Lawrenceburg, Indiana and our subprime auto.loan portfolio.. - ‘

In the first quarter of 2002, we amended the credit agreements related to our $1.5 billion bank credit
facility including the changes described below:

(i) Financial covenants in the credit agreements require-us to-maintain various financial ratios and
balances. These Tequirements were relaxed in the amended agreement.-In addition, such agreements were
amended so that any charges taken to write off goodwill to the extént required by SFAS 142 will be
‘excluded from the various financial ratios and covenants'that we are required to me€t or maintain. See
note 7 to the consolidated ﬁnaneral statements for further 1nformat1on on such ratros and covenants.

(11) The manner in whrch the proceeds from certain asset sales will be used was changed to allow us
to make payments on our 2002 obligations prior to makmg any principal payments under the bank credit
agreements., The first $352 million of such proceeds may be retained by the Company and will be
available to be used to meet our other debt obligations. The next $313 million will be applied pro rata to
the principal payments on the bank credit facility and to a segregated cash account to be held as collateral
for our guarantee of certain bank loans to-current and former directors, officers and key employees (the
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“D&O loans”). The next $250 million will be divided equally between the Compény and to pay pro rata
the principal payments on the bank credit facility and the D&O loans. Proceeds in excess of $915 million
and all proceeds during the period December 31, 2003 threugh March 31, 2004, will be divided as follows:
(1) 25 percent to be retained by the Company; and (ii) 75 percent to pay pro rata the principal payments
on the bank credit facility and the D&O loans.

As further described in note 8 under “litigation”, seven holders of our bank debt have challenged the
validity of the amendment to the credit agreement that changes provisions related to mandatory prepayments.

The $1.5 billion bank credit- facility is due December 31, 2003; however, subject. to the absence of any
default, the Company may further extend its maturity to March 31, 2005, provided that: (i) Conseco pays an
extension fee of 3.5 percent of the amount extended; (ii) cumulative principal payments of at least
$200 million have been paid by September 30, 2002 and at least $500 million by September 30, 2003; and
(iii) our interest coverage ratio for the four quarters ended September 30, 2003 is greater than or equal to
2.25 to 1.

In the first quarter of 2002, we entered into various transactions with Lehman which are described in note
16. We also entered into a revised agreement governing the movement of cash from Conseco Finance to the
parent company. Conseco Finance and Lehman have agreed to amend the agreement such that Conseco
Finance must maintain liquidity (i.e., cash and available borrowings, as defined) of at least: (i) $50 million
until March 31, 2003; and (ii) $100 million from and after April 1, 2003.

: The followmg summarizes our parent company debt service commltments at. December 31, 2001
(exc]udlng the senior subordmated notes and medium term notes of our ﬁnance segment) (dollars in mllhons)

Requlred " Optional

. L . v : . ) payments payments Total

Conseco 8.5% notes due October 2002 ........... e oo.. v $302 0 8 — _ $302

Estimated interest payments on parent company debt . .......... 310 — - 310
Distributions on' Company-obligated mandatorily redeemable o

preferred securities of subsidiary trust (a) ................ ... 42 - 130 172

Optional bank credit facility payment to extend 1ts maturrty date
payable September 2002 (b) ......... I A . — - 193 193
$323 $977

Total debt service obligations in 2002 ... ............. L $654

(a) Conseco has the right to defer distributions on the preferred securities. During the deferral period,
distributions continue -to accumulate on the par amount plus any unpaid -distributions at the stated
distribution rate. We plan ‘to pay distributions of $42.6 million-on April 1, 2002.

(b) As described elsewhere herein, the 2002 bank credit facility payment is opt_iofial, but it is one of the
requirements to extend the maturity date of the facility to March 31, 2005. In addition the Company
would be required to make payments pursuant to the credit facﬂrty agreements based on the proceeds
from certaln asset sales as descrrbed above. : g
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The following is-eur current. plan summarizing the sources of cash which we expect to have to service our

parent company debt and certain: other obligations (net.of amounts required to repay the senior notes and
medium term notes of our-finance segment due:in 2002). during 2002 (dollars in- mrlhons)

" From our
operations or
transactions
.completed - In process"
and . or planned .
‘ approved  transactions Total
Parent company cash on hand at December 31, 2001 .~.... = $152° $—  § 152
Insurance and other operations; net-of corporate expense. .. :.~ 300 - .25 7325
. “Finance operations (net of debt repayments) .. .. .. B 0 — 50
' Reinsurance and sales of certain insurance busmess e © 110 ¢ 270 7 380
" Other non-core asset sales and other.%......... .. ... ... 70 23 - 93

Total net cash expected to be available to service our debt ... $682 $318 $l 000 -

‘We are contmumg to access -a variety of dr]’ferent opt1ons to meet our 2002 obl1gatrons Whlle we
currently believe the. plan summanzed above includes our best optlons we.may find other alternatives more
appropriate. Therefore, our plan is subject to change.

We completed several transactions surhmarized in the above plan during the first quarter of 2002. Our
insurance subsidiaries received approval from the appropriate insurance departments to pay to Conseco:
(i), dividends of $115 million; and . (11) a dividend of $1105 million” primarily related to a. reinsurance
agreement pursuant to which we aré ceding 80 percent of the traditional life business of our subsidiary,
Bankers Life & Casualty Company. We have also entered into a reinsurance agreement pursuant to which we
are cedifg 100 percent of the traditional and interest-sensitive life insurance business of our subsidiary,
Conseco Variable Insurance Company. Upon receipt of all regulatory approvals, our insurance subsidiary will
receive a ceding commission of $49.5 million. We also entered into an agreement to sell- one. of our non-core
insurance subsidiaries. Upon receipt of regulatory approval another insurance . subs1d1ary w111 receive
$48.5 million of proceeds from the sale. : :

Our current plan anticipates that the parent company will receive $50 million “ffom Conseco Finance
during 2002. At December 31, 2001, Conseco Finance had $138.7 million par value of senior notes due in
June 2002 and $186.0 million par value of medium term notes due in Septembér 2002. In March 2002,
Conseco Finance completed a tender offer pursuant to which it purchased $75.8 million par value of its
subordinated notes-due June 2002. Also during the first quarter of 2002; Conseco Finance announced it was
tendering: all .of . its remaining public debt — $167 million due in September 2002 and. $4 million due in
April 2003. Such offer expires on: April 12, 2002. We believe that the cash flows to be generated from Conseco
Finance’s operations and other transactions will be sufficient to allow them to meet the1r debt obl1gat1ons and
transfer ar least $30 nnlhon to the parent company

We believe that the ex1st1ng cash ava1lable to the parent and the cash ﬂows to be generated . from
operations and the other transactions summarized above will-be sufficient to allow us to meet our debt
obligations through 2002. We have taken a number of actions over the past two years to reduce parent
company debt and increase the efficiency of our business operations. However, our results for future periods
beyond 2002 are subject to numerous uncertainties. Our future debt service requirements (including principal
maturities) may exceed cash flows available to the parent from the operations of our subsidiaries. We may not
"be able to improve or sustain positive cash flows from operations. Our liquidity could be significantly affected
if improvements do not occur. Failure to generate sufficient cash flows from operations, asset sales or financing
transactions to meet all of our long-term debt service requirements would have a material adverse effect on our
liquidity.
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We have undertaken additional initiatives in 2002 to extend maturities on our public debt as well as
pursue the sale of our investment in the General Motors Building and other assets. These additional initiatives
are not considered above. We believe the cash estimated to be available at December 31, 2002, plus cash flows
to be generated from operations and from these additional 2002 mltratrves will permit us'to repay our debt
maturities in 2003.

The maturities of the direct debt of the parent company including amounts related to the Company-
. obligated mandatorily redeemable. preferred securities of subsidiary trusts at December 31, 2001, (assuming
the Company: (i) does not make the optional debt payments required to extend the maturity date of the
$1.5 billion bank credit facility; and (ii) does make the optional debt payments requ1red to extend such
maturity date) were as follows (dollars in millions):

) (i)

‘Maturity ~ Maturity
date not date

- extended extended
2002........ FE e e [ L. $ 3041 § 4974
2003 ... e e e T L. o0 18068 6135
2004 ....... e AP PP Lol 812.5 812.5
2005 ............. e e e e e e . 250.0 . 1,250.0
2006 ..o e 550.0 550.0
Thereafter .......................... T P ;- .2,330.8 ° 2,330.8
Total par value at December 31,2000, ..o e e 86,0542 $6,054.2

The table above excludes any amounts related to our guarantees of bank loans totaling $545.4 million as
of December 31, 2001, to approximately 155 current and former directors, officers and key employees. Such
bank loans are due on December 31, 2003. The funds were used by the participants to purchase approximately
18.0 million shares of our common stock in open market or negotiated transactions with independent parties.
Such shares are held by the banks as collateral for the loans. In addition, we have provided loans to
participants for interest on the bank loans totaling $143.6 million. We have estabhshed a reserve for the
exposure we have in connection with such guarantees. At December 31, 2001, our reserve for losses on the
loan guarantees and the interest loans totaled $420.0 mrlhon based upon. the value of the collateral and the
creditworthiness of the participants. At December 31, 2001,.the guaranteed bank loans and interest loans .
exceeded the value of the collateral held and the reserve for losses by approxrmately $180 mrlhon If we are
required to pay on the guarantees when the bank loans become due on December 31, 2003 it could have a
materral adverse impact on our llquldrty position.
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3 INVESTMENTS

At December 31 2001 the amomzed -cost and estimated fair value of actlvely managed ﬁxed maturities
and equity securities were as follows: : : :

Gross Gross "Estimated
Amortized  unrealized - unrealized fair
cost gains " losses value

" (Dollars in millions)

Investmen‘i grade:

Corporate SECUTItES . ... ... ovrt it iie e, $12,827.2  $121.5 § 5011 $12,4476
United States Treasury securities and obligations of R o '

United States government corporations and agencies . . . 240.9 11.8 1.0 2517
‘States and political subdivisions . ..................... 2257 5.0 2.0 228.7
.Debt securities issued by foreign governments .......... 103.9- - - 3.8 9 106.8
Mortgage-backed securities . .............. ..o 7,488.1 82.8 743 7,496.6

Below-investment grade (primarily corporate securities) . . . . 2,242.0 15.2 441.6 1,815.6

- Total actively managed fixed maturities............ $23,127.8  $240.1 $1,0209  $22,347.0

Equity securities ........... i . $ 2573 § 60 % 363 § 2270

At December 31, 2000, the amortized cost and estimated fair value of actlvely managed fixed maturities
and equity securities were as follows: ‘

‘ Gross Gross Estimated
Amortized unrealized  unrealized “fair
cost gains "losses value

(Dollars in millions)

Investment grade: _ ‘ o ,
- Corporate securities ... ... e I, . $130989 §$ 726 $ 7055 $12,456.0

United States Treasury securities and obligations of . ‘ _
~ United States government corporations and agencies. .. 3034 “11.4 S5 3143
States and political subdivisions ... ... ............ L1429 2.1 2.6 '142.4
Debt securities issued by foreign governments .......... 1831 L3 66 177.8
Mortgage-backed securities . .........0......... Lo 6,794.2 © 535 71.0 - 6,776.7
Below-investmént grade (primarily corporate securities) . . . . 2,407.7 62 ' 5260 - 1,887.9
Total actively managed fixed maturities............ $22,930.2  $147.0  $1,3222 $21,755.1
Equity securities ..ot e $ 2868 $ 62 § 447 § 2483

Accumulated other comprehensive loss is primarily comprised of unrealized losses on actively managed
fixed maturity investments. Such amounts, included in shareholdérs’ equity as of December 31, 2001 and
2000, were as follows:

w01 2000
. (Dollars in millions)
Unrealized 10sses 0N INVESTMENTS. . ..ottt e s $(816.0) $(1,241.9)
Adjustments to cost of policies purchased and cost of policies produced........... 133.9 219.7
Deferred income tax benefit. ......... . ... ... e 249.6 371.4
O R, . o e {6.5) (.2)
Accumulated other oomprehensive loss ..o $(439.0) § (651.0)
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The following table: sets forth the amortized costvand estimated fair value of actively managed fixed
maturities at December 31, 2001, by contractual maturity. Actual maturities will differ from contractual
maturities because borrowers may have the right to call or prepay obligations with or without call or
prepayment penalties. Most of the ‘mortgage-backed securities shown below provide for periodic payments
throughout their lives.

Estimated
Amortized fair
cost . value

(Dollars in millions)

Due in one year or less ............... USRI $ 1697 $ 1671
Due after one year through five years ..., 1,290.2 1,286.7
Due after five years through ten years............ e e 4,789.9 4,694.1
Due after teN YEaIS. . ...\ttt it i e . 8,606.1 8,139.5
Subtotal . .......... ...l Y 14,8559  14,287.4
Mortgage—backed securities _(a) ........................................... 8,271.9 8,059.6
Total actively managed fixed maturities ....................... P $23,127.8  $22,347.0

(a) Includes below-investment grade mortgage-backed securities with an amortized cost and estimated fair
value of $783.8 million and $563.0 million, respectively.

Net investment income consisted of the following:

2001 2000 1999
(Dollars in millions)

Insurance and fee-based operatiohs:

Fixed maturmes ............................................... - $1,601.0. $1,647.6 $1,641.0
Venture capltal 1nvestment 1ncorne (loss) e (42.9)  (199.5) 354.8
EqQUIty SECUTIHES. . . o\ttt ettt e © 185 373 85.1
Mortgage loans. .. ........... ... ... e 97.6 105.1 106.4
Policy Ioans . ... 40.5 38.4 44.5
Equity-indéxed products ........... [P e (1142) 0 (111.0) 0 460
Other.invested assets. .. .............ooeevunn... e 2250 93.7 91.5
Cash and cash equivalents ............. e P e . 63.2 634 . 602
Separate aCCOUNTS ... ...ttt e e (172.2) 246.0 172.8
Gross INVEStMENT INCOIMIE . o\ vttt it e ie e ittt iieennns .. L5165 0 1,921.0  2,602.3
Less INVEeStMEent EXPENSES . ..o v v vt vt e e iie e ey . 13.7 14.1 8.6

Net investment income earned by insurance and fee-based operatlons ~'1,502.8 1,906.9.  2,593.7

Finance operations:- o ‘
Finance receivables and other .......... i S..o. 2,2406  1,906.9 632.6

Interest-only securities ............... e S 51.5 1066  185.1
Net investment inCOMe . . ..., .. $3,7949  $3,9204 $3,411.4

The carrying value of fixed maturity investments and mortgage loans not accruing investment income
totaled $146.4 million, $98.4 million and $48.3 million at December 31, 2001, 2000 and 1999, respectively.
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Investment losses, net of related investment expenses, were included in revenue as follows:
" (Dolars in* millions)

Fixed maturities: - .
GIOSS ZAIMS . . vttt t ettt ettt it e e $ 3124 § 892 §$ 121.1

GT0SS L08S@S « it v ettt et e e e e . (273.6) (166.9) (168.4)
-Other than temporary decline in fair value .......................... {318.3) (143.6) (24.1)
Net investment losses from ﬁxed maturities before expenses ......... (279.5) (221.3) (71.4)
EQUIY SECUIIEES &+« + v e e oo e e e e et “(1.8) '17.6 102
Mortgages ............ SR PR, L (23) 32 (®
Other than temporary decline in fair value of equrty securities and other = i g
TVESTEA ASSELS .+« .+ v vt v et et ettt PR (77.6) 45.7y  (3.7)
Loss related to termination of interest rate swap agreements ... . ... e — (59.2) —_
Other ........... e e e e e SO (10.6) - - (21) - (20
' ~ Net investment losses before.expenses. . . .. e e Lol T (3718) 0 (313.9) - (86.4)
Investment eXpenses . . .................... T Lo 419 . 444 69.8
Net investment losses.". ... ...... B Ceoeeaeiee. $(4137) $(358.3) $(156.2)

Fixed Maturity Investments of Trusts

Conseco holds $537.2 million of fixed maturity investments issued by non-affiliated special purpose
entities (the “trusts”). The trusts were established to invest in various assets and issue debt and equity
securities as permitted by the trusts’ indentures. The accounting policies of the trusts are sxmﬂar toours.
Conseco and its subsidiaries hold all of the debt issued by the trusts; a nonaffiliated party owns the equity
securities. The trusts are not permitted to incur additional debt and do not hold derivative 1nstruments .

" At December 31, 2001, the carrying value of the 1nvestments on the trusts’ books approxrmates the value
of the fixed maturity investments held by Conseco’s subsidiaries. Approximately 25 percent of ‘the trusts’
investments are held in zero-coupon government: bonds; 33 percent are held in other fixed matunty
investments, 21 percent are held in various limited partnership ‘investments, 11 percent are held in’ the
common stock of TeleCorp, 7 percent are held in mortgage loans and 3 percent are held in other investments.

Investment in General Motors Building

At December 31, 2001, Conseco holds $289.1 million of investments related to a 50 story.office building
in New York City known as the General Motors Building. Such investments are primarily held in our fixed
maturity investment portfolio. In January 2002, Conseco exercised its right to purchase the interest of the
other investor in the building, who may counter Conseco’s offer and purchase Conseco’s interest at an amount
that would exceed the current carrying Value

Pursuant to generally accepted accounting principles, Conseco’s future earnlngs on these investments are
limited to amounts . which are based on the actual earnings related to the operation of the building. (including
adjustments to reflect Conseco’s -actual cost basis). These earnings are not expected tobe miaterial in 2002;
accordingly, our income from these investments will be less than the stated return on the investment of
12.7 percent.

The other investor in the building has filed a lawsuit against Conseco which is described in note 8.
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Mortgage Loans

At December 31, 2001, the mortgage loan balance was pnmanly compnsed of commerc1al loans.
Properties in Florida, New York, Ohio and Pennsylvama éach represent 7 percent of the mortgage loan
balance. In addition, properties located in Texas, Massachusetts; ‘California and Maine each represent
5 percent of the mortgage loan balance. No other state comprised greater than 4 percent of the mortgage loan
balance. Less than 1 percent of the mortgage loan balance was noncurrent at December 31, 2001. Our
allowance. for loss on mortgage loans was $3.8 million at both December 31, 2001 and 2000, respectively.

, Other Investment Disclosures

"Life insurance companies are required to maintain certain investments on deposit with state regulatory
authorities. Such assets had an aggregate carrying value of $186.4 million at December 31, 2001.

' Conseco had no investments in any single entity in excess of 10 percent of shareholders’ equity at
December 31, 2001, other than 1nvestments issued or guaranteed by the United States government or a United
States government agency

4 FINANCE RECEIVABLES AND RETAINED INTERESTS IN SECURITIZATION TRUSTS

Subsequent to’ September 8, 1999, we are using the portfoho method to account for securmzatlon
transactions. Our securitizations are now structured in a manner that requ1res them to be’ accounted for under
the portfolio method, whereby the loans and securitization debt remain on our balance sheét, rather than as
sales, pursuant to SFAS 140

-

We classrfy the finance receivables transferred to the secuntlzauon trusts and held as collateral for the
notes issued to 1nvestors as “finance receivables — securitized”. The average interest rate on these receivables
was 12.5 percent and" 2.2 percent at December 31, 2001 and 2000, respectively. We classify the notes issued
to investors in the securitization trusts as “notes payable related to securitized finance receivables'structured as
collateralized borrowings”. B -

" The following table summarizes our finance receivables — securmzed by business line and categonzed as
either: (i) a-part of our continuing lines; or (ii) a part of the bus1ness units we have.decided to sell, close or
runoff (the “‘discontinued lines”): : - '

ST S e o »]')ece‘mber 31,
O PR © 2001 2000
. (Dollars in mllhons)

Continuing:lines: ce . . : S .
. Manufactured housing . . . .. PP ceeeis. 869404 § 5,602.1

" Mortgage. services.. . . . . O, B LU0 56582 51260
Retail credit . ................. EETRRRE PETE e, 8789 65338
" Consumer ﬁnance——closed end Ll eeees il 775808 2473
Floorplan (a) L Lo 4369 637.0
o o 144952 12,2662

A Less allowance for credit losses ......... e T e e .296.7 . 167.9
Net finance.receivables — securitized for cont1nu1ng lines ....... 0c...ote. . 14,1985 -:.12,098.3
Discontinued lines . ... 7. ......... PP e — 531.0
Less allowance for credit losses B I NN IS O Ceni = 6.5
Net ﬁnance rece1vables — securitized for d1scont1nued fines. . b - e — . 5245

" Total ﬁnance recelvables _— secuntxzed e o ‘ $lll,l98.5 $:l2,6v22:8
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(a) We have recently decided to reduce the size of our ﬂoorplan lending bus1ness

The followmg table summanzes our other ﬁnance recervables by bus1ness l1ne and categorized as e1ther
(i) a part of our continuing lines; or (11) a part of our discontinued lines: :

" December 31,
2001. . 2000
‘ (Dollars in millions) .

Continuing lines:

Manufactured housing ... ..... e $ 609.3 $ 263.0

‘ Mortgageservices.._._.‘.......:,..._.._,.._._......,._..., ......... 1,128.9 . 1,373.1
Retail credit . ............... e e e e 1,811.1  1,110.1.
Consumer finance closed end ........ e P 6.3 575.1
- 4 : ) ' ‘ 355560 33213

Less allowarice for ‘crédif losses ... 707 7007 . i oo s s i ke s, 3
Net other finance receivables for continuing lines ....... ... e 3,444.0 3 223.0
Discontinued lines .. ... .o.i. 0 i .. A e 379.7- . - 676.1
Less allowance for credit losses P e T 13.0 34.1

~ Net other ﬁnance rece1vables for d1scont1nued l1nes . .. . i ,A e 366 7 1 "642.0

- Total other ﬁnance receivables.. e e N . $3 8107 $3,865.0

The changes in the allowance for credlt losses included in ﬁnance recervables were as, follows .
‘ 2001 ) 2000 : 1999

' . ) . o e e . - (Dollars in mllhons)
Allowance for credit -losses, beginning of year ........ e e $ 306. 8 . % 884 _$ 43.0
Additions to the allowance: S =
Provision for losses .......... P E 563.6 354.2 128.7
Provision for losses related to discontinued lines S o o
(includéd in special charges — see note 9)“: ... .. . PR . - 459
Provision for losses related to regulatory changes related to our o ' B :
bank subsidiary (included in special charges — see note 9) ... ... — 48.0 C—
Change in allowance due to purchases and sales of certain ﬁnance
creceivables L L. e (.1) © 247 —
Credit losses ... ...... D DU (449.0)  (254.4)  (83.3)
Allowance for credit losses, end of 'year .......................... $ 421.3 $ 306.8 § 88.4

"The securitizations structured prior to September 8, 1999, met the applicable criteria to be accounted for
as sales. At the time the loans were securitized and sold, we recognized a gain ‘and recorded our retained
' 1nterest represented by the interest-only security. The interést-only security represents the rrght to receive,
over the life of the pool of receivables: (i) the excess of the principal and interest received on the receivables
transferred to the special purpose entity over the principal and interest paid to the holders of other interests in
the securitization; and (ii) contractual servicing fees. In some of those securitizations, we also retained certain
lower-rated securities that are senior in payment priority to the interest-only securities. Such retained.
securities (classified as actively managed fixed maturity securities) had a par value, fair value and-amortized
cost of $753.5 million, $528.5 million and $704.9 million, respectively, at December 31, 2001, and had a par
value, fair value and amortlzed cost of $769 8 million, $494. 6 million and $716 8 m1ll1on respectlvely, at
Deceimber 31, 2000.

108,




CONSECO, INC. AND SUBSIDIARIES '
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

We completed various loan sale transactions in 2001 and 2000. During 2001, we sold $1.6 billion of
finance receivables which included: (i) our $802.3 million vendor services loan portfolio (which was marked-
to-market in the fourth quarter of 2000 and no additional gain or loss was recognized in 2001); (ii) $568.4
million of high-loan-to-value mortgage loans; and (iil) $269.0 million of other loans. These sales resulted in
net gains of $26.9 million. The Company entered into a servicing agreement on the high-loan-to-value
mortgage loans sold. Pursuant to the servicing agreement, the servicing fees payable to the Company are.
senior to all other payments of the trust which purchased the loans. The Company also holds a residual
interest in certain other cash flows of the trust. In the future, the Company will sell this’ 1nterest if it can be
sold at a reasonable price. The Company did not provide any guarantees with respect to the performance of
the loans sold: In 2000, we sold approx1mately $147.1 million of finance recewables in whole-loan sales
resulting ‘in net gains of $7.5 million. :

. Durmg 1999, the Company sold $9.7 billion of 'flnancé receivables in securitizations structured as sales
and recogrized gains of $550.6 million. Dur]ng 2001 and 2000 we recogmzed no gain on sale related to
securitized transacnons :

The interest-only- secunnes on our balance sheet: represent an allocated port1on of the cost basis of the
finance receivables-in the securitization transactions accounted for as sales related to transactions structured
prior to September 8, 1999. Our interest-only securities and other retained interests in those securitization
transactions are subordinate to the interests of other investors. Their values ate subject to credit, prepayment,
and interest rate risk on the securitized finance recelvables We determine the appropriate discount rate to
value these securities based on our estimates of current market rates of interest for securities with similar
yield, credit quality and matunty characteristics. We include the difference. between estimated fair value and
the amortized cost of the interest-only securities. (after adjustments for 1mpa1rments required to be recognized
in earnings) in “accumulated other comprehensive loss, net of taxes.”

As described in note 1 under the caption entitled “Impairment Charge”, the Company adopted the
requirements of EITF 99-20 effective-July 1, 2000. During 2001 and 2000, our interest-only securities did not
perform as well as anticipated. As a result, we changed various undetlying assumptions (including default,
severity, credit loss and discount rate assumptions) which are used to determine the value of the interest-only
securities. These changes were made as a result of: (i) the adverse default and .loss trends that were
experienced; and (ii) our_expectations regarding future economic conditions. As a result of these changes, the
cash flows from interest-only securities changed adversely from previous estimates. Pursuant to the require-
ments of EITF 99-20, the effect of these changes were reflected immediately in earnings as an impairment
charge. The effect of the impairment charge and adjustments to the value of our interest-only securities and
servicing rights totaled $386.9 million ($250.4 million after the income tax benefit) for 2001 and $515.7
-million ($324.9 million after the income tax benefit) for 2000 (in addition to the cumulative effect of adopting
EITF 99-20 of $70.2 million ($45.5 million after the income tax benefit)).

Increases in the estimated fair value of our interest-only securities which result from favorable changes in
the expected timing and/or amount of cash flows from our previous valuation estimates are recognized as
adjustments to shareholders’ equity, which are recognized as a yield adjustment in income over the life of the
interest-only security. Such favorable changes resulted in increases in unrealized appreciation of $8.7 million
and $12.9 million during 2001 and 2000, respectively.
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The following table summarizes certain cash flows received from and paid to the securitization trusts
during 2001 and 2000 {dollars in, mllhons) :

2001 ¢ 2000

Servicing fees received .. ................. o SRR S P s 71T % 1238
Cash flows from interest-only secuntles net . ... e 14377771876
Cash.flows from retained bonds................ ... ... ... e ... 828 '69.9
Servicing advances paid ........ . B , e L (677.0) T (1,056.1)
Repayment of servicing advances e e e : ...... P 665 2 1 063 5

. We have projected that the adverse loss expenence in:2001 wrll continue into 2002 and then improve over
time. As a result of these assumptions, we project that payments related to guarantees.issued in conjunction-
with the sales of certain finance receivables will exceed the gross cash ﬁows from the interest-only securities by
approximately $90 million in 2002 and $60 million in 2003. We pr0]ect "the gross cash flows from the interest-
only securities to exceed the payments related to guarantees issued in conjunction with the sales of ceértain’
finance receivables by approximately $5 million in 2004 and $15 million in 2005 and by approxrmately $580
million in-all years thereafter. These projected payments are considered in the projected.cash flows:we use to
value our interest-only securities. See note 8 for additional information about the guarantees: . «.. -

“Effective September 30, 2001 we transferred substantlally all of our 1nterest only secuntres 1nt0 a trust .
No gain or loss was recogmzed upon such transfer. In. return, we recerved a trus, security representmg an
interest in the trust equal to 85 percent of the estimated future cash flows of the mterest only securities “heldin
the trust. Lehman Brothers, Inc. and affiliates (collectlvely “Lehman ) purchased the remaining 15 percent
interest. The value of the interest purchased was $55.2 million at December 31 2001. The Company continues
to be the servicer of the finance’ receivables underlylng the 1nterest -only secuntles transferred to the trust.
Lehman has the ability to accelerate the principal payments relatéd to their interest after a stated period. Until
such time, Lehman is required to maintain a 15 percent interest in the estimated future cash flows.of the trust.
By aggregating the interest-only securities into one structure, the impairment. test for these securities will be
conducted on a single set of cash. flows representing the Company’s 85 percent. interest in the trust.
Accordingly, adverse changes in cash flows from one-interest-only security may- be offset by positive changes
in another. The new structure will not avoid an impairment charge if sufficient positive cash flows in' the
aggregate are not available. Further, increases in cash ﬂows above the adverse cash flows cannot be recogmzed
in. earnrngs o ’ ; S
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At December 31, 2001, key economic assumptions used to determine the estimated fair value of our

retained interests in securitizations and the sensitivity of the current fair value of residual cash flows to
immediate 10 percent and 20 percent changes in those assumptions are as follows:

‘ - ‘ ' " Interest - Interest
Manufactured Home equity/. . Consumer/ . held by held by
housing home improvementl,: equipment = .others . Conseco
. (Dollars in millions)
Carrymg amount/fair Valuc of retained
interests: ' o - ‘ . ~ .
Interest-only SECUTItIES ... vvvvenn. $ 323 $ 1558 . § 88 ($55.2) $ 1417
Servicing assets: (habﬂmes) Ceveed T (222 T 64 (1.9) — - (17.7)
Bonds ......... ..ol SR 2748 ¢ © 2337 200 — - 528.5
Total retained interests . ... . .. .8 2849 "$.3959 “U$ 269 ($552) $ 6525
Cumulative principal balance of sold T o
finance receivables .............. e $17 732.2 . $49474  $1,2101 '$23,889.7
Weighted average life in years......... =~ 7 O 39 26 6.2

Weighted average stated customer
interest rate on sold finance o . o o
receivables .......... o T 98% S 120% - 10.6%' o 10.3%
Assumptions to determine estimated fair -~ - 7 ‘“ S A
value and impact of favorablé and ’
adverse changes:
Expected prepayment speed as a,
percentage of principal balance of sold

finance receivables (a) ............. 7.1% 17.4% 18.8% 9.8%
Impact on fair value of 10 percent ’ :
favorable change .............. -$ 109 - $ 156 $ .8 $ 273
Impact on fair value of 20 percent . ' )
- favorable change ....... . | . 34.8 1.7 57.0
Impact on fair value of 10 percent '
adverse change ................ (5.7) (15.0) - (.6) , (21.3)
Impact on fair value of 20 percent ) ‘ o _
adverse change ....... DU o127 (236) .. .(12) . . (37.5)

Expected future nondiscounted credit
losses as a percentage, of principal of

‘related finance receivables (a) ...... S 11.7% - 4% 61% 10.6%
~ Impact on fair value of 10 percent = R . o - T
favorable change ... ... U %1312 0 % 303 0 $ 55 7 T $ 1670
Impact on fair value of 20 percent e e s -
favorable change .............. 2304 732 -« EEU 0 B o 3147
‘Impact on fair value of 10 percent - - - N ST
adverse change ................ (122 5) (149) o.(4.1) , (141.5)
Impact on fair value of 20 percent _ . e e
adverse change ................ ' , (239 5) L% 0 (83) (277.0)
Residual cash flow discount rate o ‘ T o
(annmual) ......... ... ... ... oo 16. O% 16.0% 16.0% 16.0%
Impact on fair value of 10 percent
favorable change .............. $ 376 $ 281 $ 1.7 $ 674
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. . . Interest Interest
Manufactured "Home equity/ Consunier/  held by “held by
-housing home improvement *  equipment others - Conseco
"« {Dollars in millions) - ) b
_ Impact on fair value of 20 percent ,
favorable change .......... Gooeon T 8LT e T 89T 34 144.8
Impact on fair value of 10 percent IR o :
adverse change ................ (29.6) (24.5) ©(1.5) (55.6)
Impact on fair value of 20 percent ot : -
adverse change .. .............. (55.4) (46.2) (3.5) - (105.1)

(a) The valuation of interest-only securities is affected: not only by the projected level of prepayments. of
- principal and net credit losses, but:also by the projected timing of such prepayments and net credit losses.
"Should such timing differ materially from our projections, it could have a material effect on the valuation

of our interest-only securities. Additionally, such valuation-is determmed by discounting cash flows over

the entire expected life of the receivables sold. ‘

'These sensitivities are hypothetical and should be used w1th caution. As the figures indicate, changes in
fair value based on a 10 percent variation in assumptions generally cannot be extrapolated because the
relationship of the change in assumption to the change in fair value may not be lmear Also in this table, the
effect of a variation in a partlcular assumption on the fair value of the retained interest is calculated without
changing any other assumption; in reality, changes in one factor may result in changes in another (for
example, increases in market interest rates may result in lower prepayments and increased credit losses),
which might magnify or counteract the sensitivities.

The following table summarizes quantitative information about dehnquenc1es net credlt losses and’
components of managed finance recervables : S :

Principal balan.ce‘ .
60 days or more _ Net Credit Losses

Principal balance past due for the year ended
at December 31, "~ December-31,
.

2001 - 2000 2001 2000 - 2001 2000
(Dollars in millions) - ’

Type-of finance receivables

Manufactured housing .. .............. $25575.1 $26,314.4° $610.5 $569.3 §$ 5555 $413.9
“Home equity/home improvement ...... 11,8514 - 13,307.0 1399 1205 2444 1546
CONSUMET ...t iiieianen, 4,198.8 338874 - 1126, 764° 2255 1810
Commercial ........ J '1,377.0 3,077.1 162 352 383 955
Total managed receivables ........ 43,0023 46,5859 . 879.2 8014  1,063.7  845.0

Less finance receivables securitized . ... ... 24,297.3 . 29,636.0 4649 536.6 6147  590.6

Finance receivables held on balance sheet
before allowance for credit losses and

deferred points and other, net. . ........ 18,7050  16,949.9 $414.3 $264.8 -$ 449.0 $254.4
Less allowance for credit losses .. ........ 4213 ¢ 306.8 S
. Less deferred points and other, net ....... _ 274.5 155.3 i

Finarice receivables held on balance sheet $18,009.2 ~ $16,487.8

i
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Activity in the interest-only securities account during 2001, 2000 and 1999 is as follows:

001 2000 1%
. ) (Doliars in millions)
Balance, beginning of VEAT .\ et e e $ 4329 $ 905.0 $1,305.4
Additions resulting from securmzatlons durmg the year .......... e — — 393.9
Additions resulting from clean-up calls (@) oo 453 100.3 —
Investment income ................ PP 51.5.  106.6 . .185.1
Cash paid (received): o o o
“Gross cash received . ............ e DU (89.2) .. (210.8) (442.6)
Guarantee payments related to bonds held by others = ...... e o327 22.3. —
. Guarantee payments related to retained bonds (included in actrvely . ~ ,
managed fixed maturities) ............... 0000 U 422 9
Impairment charge to reduce carrying-value ............... ... ..., (264.8) © (434.1) (533.8)
Sale of securities related to a discontinued line ...................... = (12.4) — —
“Interest purchased by Lehman in conjunctlon w1th securitization
transaction ..............ieiiiaina...s i e ©(55.2) ¢ — —
~ Transfer to servicing rights in conjunction with securitization transaction (50.0) — —
Cumulative effect of change in accounting principle.................. ‘ — (70.2) —
Change in unrealized apprec:latlon (deprecratron) recorded in - - '
~ .shareholders’ equity .. .. ... e e 8.7 12.9 (3.0)
Balance, endofyear...............L ............................ L $1417 $4329 $ 905.0

(a) Durrng 2001 and 2000, clean- up calls were exermsed for certain securitizations that were. previously
. recognized as sales. The interest-only securities related to these securmzanons had previously been
separately securitized with other interest-only securities in transactions recognized as sales. The
repurchase of the collateral underlying these securitizations triggered a requirement for the Company to
repurchase ‘a portion of the interest-only securities and to deposit into the securitization trust additional
cash in excess of the collateral amount.
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5. LIABILITIES FOR INSURANCE AND ASSET -ACCUMULATION PRODUCTS:

'These liabilities consisted of the following:

Interest
Withdrawal - Mortality rate ~
assumption . ' “assumption - assumption 2001 2000
) : v * (Dollars in niillions)_
Future policy benefits: )
Interest-sensitive products: : - ‘
Investment contracts ........... e - N/A  N/A (©) $11,117.1 $11,502.9
Universal life-type contracts .. ............ CNJA T NTA o NJA - 04,6706 04,6203
Total, interest- sensmve products T o 15’787;7‘, 16,123.2
Tradltlonal products: ‘ ' _ ‘ ‘
Traditional life insurance contracts ........ Company ... . = .. L
experience . .(a) - .. 6% 20915 . 2,0824
Limited-payment contracts .......... ... Company
: OXPErence, . .. .. .. ..o
. _ if applicable . (b} = 7% . 869.9 . 8772
Individual and group accident and health ..., Company- .Company. . o R
. . _ . experience expcrie_nce 6% . 52114 49155
. Total ti'aditionalvp‘roducts .............. . 8,172.8. 174875.1
Claims payable and other policyholder funds . . .. N/A N/A N/A 10055 - -1,026.1
Liabilities related to separate accounts and 7 o A o CoLEe T
1nvestment trust ... o .o..  N/A - '» " N/A N/A b2,37637 2,61071
L1ab1ht1es related to certlﬁcates of dep051t et _N_/A_ A . N/A O N/A 17903 4, 873.3
CTotal o e B . $29,132.6. $295078

(a) Principally, modifications of the 1965 — 70 and 1975 — 80 Basnc Select and Ultnmate Tables

(b) Principally, the 1984 United States Population Table and the NAIC 1983 Individual Annuitant Mortality
Table.

(c) In both 2001 and 2000: (i) approximately 96 percent of this liability represented account balances where
future benefits are not guaranteed; and (ii) approximately 4 percent represented the present value of
guaranteed future benefits determined 'using an average interest rate of approximately 6 percent.

6. INCOME TAXES:

Our income tax expense includes deferred income taxes arising from temporary differences between the
financial reporting and tax bases of assets and liabilities and net operating loss carryforwards. These amounts
are reflected in the balance of our income tax assets which totaled $678.1 million at December 31, 2001. In
assessing the realization of our deferred income tax assets, we consider whether it is more likely than not that
the deferred income tax assets will be realized. The ultimate realization of our deferred income tax assets
depends upon generating future taxable income during the periods in which our temporary differences become
deductible and before our net operating loss carryforwards expire. We evaluate the realizability of our deferred
income tax assets by assessing the need for a valuation. allowance on a quarterly basis. If we determine that it
is more likely than not that our deferred income tax assets will not be recovered, a valuation allowance will be
established against some or all of our deferred income tax assets. This could have a significant effect on our
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future results of operations and financial position. The components of the Company’s income tax assets and
liabilities were as follows: ' h :

2001 2000
{Dollars in millions)

Deferred tax assets:

Net operating loss carryforwards ............. e $ 4117 § 3932
Deductible timing differences:

. Actively managed fixed maturities . ............ . ... .- 1249 . 703
Interest-only SECUMITIES . . . ..ottt et et it i e N 322
Insurance liabilities . ... . 827.5 1,031.8
Allowance for loan [0sses. .. ...t i _ 148.2 116.6
Reserve for loss on loan guarantees ............c.cvviveiiininennnn... . 147.0. 87.6
Unrealized depreciation ................. S e S 247.1 371.4

Total deferred tax assets .................... [P ‘ '1,906.4 2,103.1
Deferred tax liabilities: o , _
Venture capital income (loss) ...................... e (36.7) (67.9)
Interest-only securities . ... ... (75.2) —
Cost of policies purchased and cost of policies produced .................. (1,075.6) (1,128.0)
Other . . e e (56.2) (293.6)
Total deferred tax liabilities .......... ... . it (1,243.7)  (1,489.5)
Current income taxes prepaid ......... e e e 15.4 33.6
Net income tax assets .............. P $ 6781 $ 6472

At December 31, 2001, Conseco had federal income tax loss carryforwards of $1,176.3 million available
(subject to various statutory restrictions) for use on future tax returns. These carryforwards will expire as
follows: $2.4 million in 2003; $11.2 million in 2004; $4.9 million in 2005; $.7 million in 2006; $7.9 million in
2007; $7.5 million‘in 2008; $10.5 million in 2009; $4.6 million in 2010; $5.7 million in 2011; $10.1 million in
2012; $43.9 million in 2013; $6.9 million in 2014; $144.7 million in 2016; $24.0 million in 2017; $242.0 million
in 2018; $159.1 million in 2019; and $490.2 million in 2020. . .

Income tax expense (benefit) was as follows:

2001 2000 1999

(Dollars in millions)
Current tax provision ............ PP $ 1368 $ 709 $270.3
Deferred tax provision (benefit) ........ ... ... ... .. . . i i, (252.6) (447.1) 1528
Income tax expense (benefit) .......... ... . ... ... ... ... $(115.8) $(376.2) $423.1
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A reconciliation of the U.S. statutory corporate tax rate to the effective rate reflected in the consolidated
statement of operations is as follows:

| w01 200 1999
ULS. statutory COrporate rate .. ... ......c..ueuuuunmnn e (35.0)% (353.0)% 35.0%
Nondeductible goodwill amortization ........ ... ..., 10.0 29 3.3
Other nondeductible €XPENSES ... ...\ttt (.5) 2.2 —
SHate tAKES . . oot 2.1 4 9
Settlement of 1aX ISSUES ..ot v ittt e e —_ (2.6)
Provision for tax issues and other ..................... S - (4.2) _ L9 2
36.8%

* Effective (AX TALE . .ot o (27.6)% (276)%

No valuation allowance has been provided on our deferred income tax assets at December 31, 2001, as we
believe it is more likely than not that all such assets will be realized. We reached this conclusion after
considering the availability of taxable income in prior carryback years, tax planning strategies, and the
likelihood of future taxable income exclusive of reversing temporary differences and carryforwards. Differ-
ences between forecasted and actual future operating results could adversely impact our ability to realize our
deferred income tax assets.

To utilize all of our net operating loss carryforwards before expiration, we would need to generate
minimum taxable income by group of:

-+ $201.4 million before 2016 in our insurance subsidiaries;
» $142.8 million before 2018 in certain of our acquired companies; and

+-$832.1 million before 2020 in our finance subsidiaries, certain insurance subsidiaries and corporate
operatlons

In recent years, we have had losses before income taxes for ﬁnancml reportlng purposes. However, we
believe that existing levels of income from our continuing operations coupled with changes in our operations
that either have taken place or will take place are sufficient to generate the minimum amounts of taxable
income set forth above to utilize our net operating loss carryforwards before ‘they expire. Such changes are:
(i) reduction in interest expense related to corporate. obligations; (ii) various cost saving initiatives;
(iii) transfer of certain customer service and backroom operations to our India subsidiary; (iv) the
discontinuation of certain unprofitable businesses, major medical insurance; and (v) other changes in an effort
to increase the efficiency of our business operations.
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The following chart reconciles- our income (loss) before taxes for ﬁnancial statement purposes to our
taxable income (loss) for income tax purposes:

2001 2000 1999

(Dollars il‘lv millions)

Income (loss) before income taxes, mino.rity interest, extraordinary gain ‘ - - ‘
(loss) and cumulative effect of accounting change ................. $(419.4) $(1,361.8) $1,150.9

Adjustments to determine taxable income:
Net investment income — finance segment assets .................. (37.2) 81.0 257.5
Venture capital income related to investment in TeleCorp PCS, Inc. .. - 429 - 1995 - (354.8)
~ Gain on sale of finance receivables. ................... ... .. = " — - (550.6)
Provision for 10sses . . ........oiiiiiit i e 2842 - - 3313 64.3
Amortization ................... e P : 109.6 105.7 © 96.9-
"Special Charges ... .....ouiit e — 256.9 —
Impairment charges . ...ttt 386.9 515.7 554.3
Distributions on Company-obligated mandatorily redeemable preferred o o
 securities of subsidiary trusts................... e (183.8) (223.5)  (204.3)
- Extraordinary gain (loss) on extinguishment of debt................ 26.5 7.7 - —
Cumulative effect of accounting change .......................... - 85.1 -
Tax benefit related to issuance of shares under stock option plans. .. .. (68.0) (18.9) (71.4)
Net operations loss deduction ............ ... .o, (89.9) — . (489.8)
Other e . 113.6 743 . 436
Taxable income for income tax purposes.............. Uooo...... $1654 8 376 $ 4966

Based on our projections of future taxable income, we expect to utilize the -largest portion of our net
operating loss carryforwards relating to our non-life insurance companies of $832.1 million over the next four
to five years. Approximately, 90 percent of our net operating loss carryforwards do not begin to expire until
2016. Finally, based on our prolectlons of future financial reporting income and assuming that our deferred
income tax assets and labilities reverse to the extent of future pro_]ected financial reporting income, we expect
to utilize all of our net deferred income tax assets of $662.7 million over the next four or five years.
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7. -NOTES PAYABLE: ;. . . S L s e
Dlrect Corporate Obligations

Notes payable representmg direct corporate obl1gat10ns at December 31 2001 and 2000 ‘were as follows
(interest rates as of December 31, 2001): ¢ S :

vy

2001 2000

Lo s . . ) . Y o (Dollars m mllllons)
$1.5 billion bank credit facility (5.32%) ..... e e e $l 493 3 $l,500.0
Other bank credit facilities ....... T S B P L -551.2
7.6% senior notes due 2001.......... ... . u... [ R : — 1189
6.4% Mandatory Par Put Remarketed Securmes e e —  .-550.0
8.5% notes due 2002 ............ e T, e e 3023 .. 450.0
6.4% notes due 2003 ... i e . 2500 2500 -
8.75% notes due 2004 ... .......... et e e e e e e R . 788.0 .-, 788.0
6.8% senior notes due 2005 ........... U e R 250.0 - 250.0
9.0% notes due 2006 .............. e crmeeveideee it 35000 4 --550.0
1075%semorn0tesdu62008 ........... e e ... - 4000 —
Other .. ..... AP e e e e e e ... 90.6., 92.1

i”Total principal amount............. e e e - 4,124.27:25,100.2
Unamortized. net discount related to- issuance of notes payable ................... {42.1) (45.2)
Mark-to-market adjustment related to hedging transactions (as described in note 1 Co
under the caption “Accounting for Dervatives”) . oo ot e 5.5 —
Direct corporate obligations I L T P L "$4,087».6 $5,055.0

"On June 29, 2001 the Company completed the public otfenng of $400 0 m1ll1on of. semor notes with a
stated rate of 10.75 percent (the “10.75%_Notes™) due June 15, 2008. We entered into mterest Tate swap "
agreements to convert the fixed rate on these notes to a werghted average variable rate based on LIBOR plus
approximately 5.75 percent (currently 7.62 percent). The indenture for the 10.75% Notes limits our ability to,
among other things (all as described in the indenture): (i) incur additional debt and issue preferred stock;
(i1) make loans and investments; (iii) pay dividends; (iv) create additional loans on our assets; (v) engage in
transactions with our affiliates; (vi) consolidate, merge or transfer all or substantially all our assets; or
(vii) change lines of business. Most of the foregoing restrictions will expire if the 10.75% Notes have been
rated as investment grade securities by either S & P or Moody’s. The 10.75% Notes are unsecured and rank .
equally with all other unsecured senior indebtedness of Conseco. Proceeds from the offering of approximately
$385.9 million (after underwriting discounts and estimated offering expenses) were used to reduce amounts
outstanding under our credit facilities. As a result, we recognized an extraordinary charge of $.4 million (net of
an income tax benefit of $.2 million) in 2001.

Effective March 20, 2002, Conseco reached agreement with the participating banks in our bank credit
facility to modify certain terms and conditions within the $1.5 billion bank agreement (referred to herein as
“the amended credit facility”’). The most significant changes in the amended credit facility include (i) a
change in financial covenant requirements; (ii) a change in the distribution of proceeds on asset sales; (iii) a
reduction in the minimum liquidity requirement at the holding company necessary to pay trust preferred
dividends; and (iv) a provision permitting the Company to exchange up to $2.54 billion aggregate principal
amount of newly issued notes guaranteed by our wholly owned subsidiary, CIHC, Incorporated. The new notes
will be structurally senior to the ex1st1ng notes, but subordmated to.the CIHC guarantee of the bank credit
facility.
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The amended credit facility is due December 31, 2003; however, subject to the absence of any default, we
may further extend its maturity to March 31, 2005, provided that: (i) we pay an extension fee of 3.5 percent of
the amount extended;. (ii) cumulative principal payments of .at léast-$200 million have been paid by
September 30, 2002 and at least $500 million by September 30, 2003; and (iii) the interest coverage ratio for
the four’ quarters ended September 30 2003 shall be greater than or equal to 2.25:1.0. :

Pursuant to our amended credit famhty, we have agreed that any amounts recelved from asset sales
(including our TeleCorp investment) occurring after March 20, 2002 (with certain exceptions), would be
applied:- (a) '100 percent up to $352 million to be retained by Conseco; (b) 100 percent of the next $313
million to'repay the $1.5 billion bank credit facility and to fund a segregated cash account to provide collateral
for Conseco’s guarantee related to the directors, officers and key employee stock purchase program (based on
the relative balance due under each facility); (c) of the next $250 million received on or before December 31,
2003, 50 percent would be retained by Conseco and 50 percent would be used to repay the $1.5 billion bank
credit facility and to fund a segregated cash account to provide collateral for Conseco’s guarantee related to
the directors, officers and key employee stock purchase program (based on the relative balance due under each
facility); (d) proceeds that either exceed $915 million or are received after December 31, 2003 and prior to
April 1, 2004 would be applied 25 percent to' Conseco and 75 percentto repay the $1.5 billion bank credit
facility and to fund a segregated cash account to provide collateral for Conseco’s guarantee related to the
directors, -officers ‘and key employee stock purchase program (based on the relative balance due under each
facility; and (e) proceeds received after March 31, 2004 are applied 50 percent to Conseco and 50 percent to
repay the $1.5 billion bank credit facility and to fund a segregated cash account to provide collateral for
Conseco’s guarantee related to the directors, oﬁ‘icers .and key employee stock purchase program (based on the
relative balance due under each facility) No assurance can be provided as to the timing, proceeds, or other
terms related to any potent1a1 asset sale or ﬁnancmg transaction. ' '

- QOur amended credlt facrhty requlres the Cornpany to maintain various financial ratios and balances, as
defined in the agreement including: (i) a debt-to-total capitalization ratio of less than .400:1.0 at Decem-
ber 31, 2001 and decreasing over time, as defined in.the agreement, to 0.300:1.0 at March 31, 2004 and
thereafter (such ratio was .359:1.0 at December 31, 2001); (11) an interest coverage ratio greater than 1.20:1.0
for the year ending December 31, 2001 and i increasing over time; as defined in the agreement, to 2.50:1.0 for
thé four quarters ending June 30, 2004 and thereafter (such ratio was 1.69:1.0 for the year ended
December 31;2001); (iii) adjusted earnings, as defined in the agreement, of at least $1,600.0 million for the
year ending December 31, 2001 and changing over time, as defined in the agreement, to $1,700.0 million for
the four quarters ending September 30, 2004 - (the adjusted earnings for the year ended December 31, 200t
were $1,624.8 million); (iv) Conseco Finance tangible net worth, as defined in the agreement, of at least $1.2
billion at December 31, 2001; and $1.6 billion at March 31, 2005 (such tangible net worth exceeded $1.4
billion at December 31, 2001); and (v) the ratio of aggregate total adjusted capital to aggregate authorized
control level risk-based capital (as defined by the National Association of Insurance Commissioners) with
respect to our insurance subsidiaries of at least 200 percent (such ratio was greater than 470 percent at
December 31, 2001). Effective March 20, 2002, such ratio requirement was increased to 250 percent. Our
amended bank credit facility provides that any charges taken to write off goodwill to the extent required by
SFAS 142 will be excluded from the various financial ratios and covenants that we are required to meet or
maintain.

The amended credit facility reduces the 90-day moving average cash balance requirement from $100
million to $50 million. The Company is required to have at least $50 million of cash on hand immediately after
making a trust preferred dividend payment in addition to the 90-day moving average requirement. The
amended agreement also states that in the event one of Conseco’s significant insurance subsidiaries is rated B
or below by A.M. Best, the Company must take certain actions to generate liquidity and accelerate the
repayment of the bank credit facility.
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The amended .credit facility. prohibits the payment of cash dividends on our common stock until the
Company has received investment grade ratings on its outstanding public debt. Such agreement also prohibits
the repurchase of our common. stock. The-amended credit agreement limits-the issuance of additional debt,
contingent obligations, liens, asset dispositions, other restrictive agreements, affiliate transactions, change in
business and modification of terms of debt or preferred stock; all as-definéd.in the agreements. The obligations.
under our credit facility are guaranteed by CIHC, Incorporated, a wholly owned subs1drary of Conseco and
the ultrmate holding company for Conseco’s principal opera‘ung subs1d1ar1es

The interest rate on the credit facﬂmes is based on an IBOR rate plus a margin of 2.5 percent Eﬁ'ectlve
March 20, 2002 such margin has been increased to 3.25 percent. Borrowings under our bank credlt facilities
averaged $1,743.6 million during 2001 at a welghted average interest rate of 7. l percent.

During 2001, we repurchased: (i) $64.6 million par value of the 7.6% senior notes ‘due Jurie 2001
(resulting in an extraordinary gain of $.3 million, net of income taxes of $.2 million); and (ii) $147.7 million
par value of the 8.5% notes due 2002 (resultmg in an extraordrnary galn of $15 & mllhon net of i 1ncome taxes
of $8.5 mllhon)

Pursuant to the terms of the Mandatory Par Put Remarketed Secuntles the Company elected to redeem
the notes at‘a redemption price defined in the remarketing agreement. As a result, the Company recognized an
extraordinary charge of $4.6 million (net of an income tax benefit of $2.5 million) in the second quarter of
2001. : : . :

Borrowings under our commercial paper program averaged $337. 3 million, at a weighted‘ average interest
rate of 6.1 percent during 2000. The actions by ratlng agencies which occurred after March 31, 2000 afTected
our ability to issue commercial paper.

On February 7, 2000, the Company completed the pubhc offerrng of $800 0 mrlhon of 8.75 percent notes
due February 9,2004. The notes are unsecured and rank equally with all other unsecured senior indebtedness
of Conseco. Proceeds from the offéring of approximately $794.3 million: (after underwrrtmg drscounts and
éstimated offenng expenses) were used to repay outstandmg indebtedness. —

During 2000 we repurchased (i) $18.5 mrlhon par value of the 7.875 percent notes due 2000 for. $16 7
million; and (ii) $12 million par valie of the 8.75 percent notes due 2004 for $8.7 million. We, recognlzed an
extraordinary gain of $3.2 million (net of income taxes of $1.7 million) related to -these repurchases. In
addition, during 2000, the Company repurchased $250 million of notes payable due 2003. We recognized an
extraordinary loss of $4.9 million (net of.an income tax benefit of $2.6 million) related to this repurchase.
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Notes payable, representing direct finance obligations (excluding notes payable related to securrtlzed finance
receivables structured as collateralrzed borrowings) - :

Notes payable representlng direct finarice obhgatlons (excludlng notes payable related to secuntlzed
finance receivables structured as collateralized borrowmgs) at December 31, 2001 and 2000, were as follows
(interest rates as of December 31, 2001)

001 2000
. . ) (Dollars in millions)

Master repurchase agreements due on various dates in 2002 and 2003 (2.7%) . ... $l,679.0 $1,806.9
Credit facility collateralized by retained interests in securitizations due 2003 (3.9%) 507.3 590.0
Medium term notes due September 2002 and April 2003 (6. 54%) ....... P 189.7 2237
10.25% senior subordinated notes due June 2002 ........ e L 138.2 193.6
Other ... e e 22.5 3.2
Total principal amount .. ... ... e .. 02,536.7 2,817.4
Unamortized net discount and deferred fees .. ........... ... .. ... .. ... ......... (8.8) (6.5)
Direct finance obligations . . ........ ... . ... . o i e $2,527.9  $2,810.9

Amounts borrowed under master repurchase agreements have decreased due to repayments using the
proceeds received from various asset sales. At March 19, 2002, we had $4.0 billion (of which $2.1 billion is
committed) in master repurchase agreements, commercial paper conduit facilities and other facilities with
various banking and investment banking firms for the purpose of financing our consumer and commercial
~ finance loan production. These facilities typlcally provide financing of a certain percentage of the underlying
collateral and are subject to the availability of eligible collateral and, in some cases, the willingness of the
banking firms to continue to provide financing. Some of these agreements provide for annual terms which are
extended either quarterly or semi-annually by mutual agreement of the parties for-an additional annual term
based upon receipt of updated quarterly financial information. At December 31, 2001, we had borrowed $2.2
billion under these agreements, leaving $1.8 billion available to borrow (of which approximately $.4 billion is
committed). One of our master repurchase agreements (with a committed capacity of $400.0 million) expires
on May 3, 2002. As of December 31, 2001, we had $66.1 million outstanding under this facility. We are in the
process of negotiating a renewal of this fac111ty

During 2001, Conseco Finance repurchased $55.4 million par value of its 10 25% senior subordmated
notes due June 2002 for $51.9. million (resulting in an extraordinary gain of $2.1 million, net of income taxes
of $1.3 million). Also during 2001, Conseco Finance repurchased $34.0 million par value of its 6.5% medium
term notes due September 2002 for $27.5 million (resulting in an extraordinary gain of $4.0 million, net of
income taxes of $2.5 million).

During 2000, the Company amended an agreement with Lehman related to certain master repurchase
agreements and. the collateralized credit facility. Such amendment significantly reduced the restrictions on
intercompany payments from Conseco Finance to Conseco as required by the previous agreement. In
conjunction with the amendment, Conseco agreed to convert $750 million principal balance of its intercom-
pany note due from Conseco Finance to $750 million stated value of Conseco Finance 9% redeemable
cumulative preferred stock (the “intercompany preferred stock™). During 2001, Conseco Finance made
payments to Conseco totaling $537.2 million reducing the intercompany note balance to $249.5 mrlhon at
December 31, 2001.

. Pursuant to the amended agreement, Conseco Finance may make the following payments to Conseco:
(i) ‘interest on the intercompany note; (ii) payments for products and services provided by Conseco; and
(iii) intércompany tax sharing payments. Conseco Finance may also make the following payments to Conseco
provided the minimum liquidity requirements defined in the amended agreement are met and the cash
payments are applied in the order summarized: (i) unpaid interest on the intercompany note;
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(ii) prepayments of principal on the intercompany note or repayments of any increase to the intercompany
receivable balance; (iii) dividends on the intercompany preferred stock; (iv) redemption of the intercompany
preferred stock; and (v) common stock dividends. The liquidity test of the amended agreement requires
Conséco Finance to have minimum levels of liquidity both before and after giving effect to such payments to
Conseco. Liquidity, as defined, includes unrestricted cash and may include up to $150 million of liquidity
available at Conseco Finance’s bank subsidiaries and the aggregate amount available to be drawn under
Conseco Finance’s credit facilities (where applicable, based on eligible excess collateral pledged to the lender
multiplied by the appropriate advance rate). The minimum liquidity must equal or exceed $250 million, plus;
(i) 50 percent of cash up to $100 million generated by Conseco Finance subsequent to September 21, 2000;
and (ii) 25 percent of cash generated by Conseco Finance in excess of $100 million, provided the total
minimum cash liquidity shall not exceed $350 million and the cash generated by Conseco Finance (used'in
the calculation to increase the minimum) will exclude operating cash flows and the net proceeds received
from certain asset sales and other events listed in the amended agreement (Wthh are consistent with the
courses of actions we have previously announced). :

“The amended agreement requires Conseco Finance to maintain various financial ratios, as defined in the
agreement. These ratios include: (i) an adjusted tangible net worth of at least $1.95 billion (such amount was
$2.04 billion at December 31, 2001); (ii) a fixed charge coverage ratio of not less than 1.0:1.0 for the year
ending December 31, 2001, and defined periods theréafter (such ratio was 1.20:1.0 for the year ended
December 31, 2001) (iii) a'ratio of net worth to total managed receivables of not less than 4:100 (such ratio
was 4.49:100 at December 31, 2001); and (iv) a ratio of total non- -warehouse debt less finance receivables and
certain other assets, as defined i in the agreement, to net worth of less than 1.0:2.0 (such ratio was .28:2.0 at
. December 31, 2001).

In early 2002, Conseco Finance entered into various new financing arrangements with Lehman which
either amend .or replace the prior arrangements. Also, in early 2002, Conseco Finance tendered for all-its
" remaining public debt (i.e., its medium term notes due September 2002 and April 2003 and its 10.25% Semorv

Subordlnated Notes due June 2002). Refer to note 16 for further discussion of such items.. .- - :

The matuntles of notes payable (excluding notes payable related to securitized. finance. recelvables
structured as collatéralized borrowings) reflecting the amendments to our bank credit facrhty made in
March 2002 at December 31 2001, were as follows (dollars in millions):

Direct V Direct

* ¢orporate finance’ :
obligations - obligations Total
Bank credit facilities, master repurchase agreements and simiilar credit
facilities that are used for short-term funding:

220020 ... e e e P vooo $0193.3 $1,116.8 - $1,310.1
2003, .. o e e -300.0 1,090.5 1,390.5
2005, . .. e e woe o 1,0000 . —- 1,000.0

Term debt: P : L D ‘ R
2002 - 3041 3242 ....628.3
2003........... e e e e e e 3135 5.0 -« 318.5
2004, ... .0 o e e [ . 8125 -+ — . 8125
2005 . 250.0 o2, 250.2
2006, R 5500  — 5500
Thereafter..".............. P e L 4008 " — ' 4008

~ Total par value at December 31,2001 ............... ceieeee. 84,1242 $2,536.7  $6,660.9

Lt
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Notes Payable Related to Securitized Finance Receivables Structured as Collateralized Borrowings

" Notes payable related to securitized finance receivables structured as collateraljzed borrowings were
$14,484.5 million and $12,100.6 million at December 31, 2001 and 2000, respectively. The principal and
interest on these notes are paid using the cash flows from the underlying finance receivables which serve as
collateral for the notes. Accordingly, the timing of the principal payments on these notes is dependent on the-
payments received on the underlying. finance receivables which back the notes.. In.some instances, the
Company is required to advance principal and interest payments even though the payments on the underlying
finance receivables which back the notes have not yet been received. The average interest rate on these notes
was 6.4 percent and 7.7 percent at December 31, 2001 and 2000, respectively.. . :

8. OTHER DISCLOSURES:
Leases

~ The Company rents office space equrpment -and computer software under noncancellable operatlng
leases. Rental expense was $66.2 million in 2001, $70.6. millien in. 2000 and $61.5 million in 1999 Future
required minimum rental payments as of December 31, 2001 were .as follows (dollars in mr]hons)

200 . e e e $.63.8
200 L e 51.4
200 e e e 35.9
20005 e e e e e e 27.2
2006 ... i e et e e e e e 20.0
Thereafter . ... o 41.0

Total .o e T $239.3

Pension and Postretirement Plans

~ The Company provides certain pension, health care and life insurance beneﬁts for- certam ehglble retlred
employees under partially funded and unfunded plans in existence at the date on whlch certain subsidiaries
were acquired. Certain postretirement benefit plans are contributory, with participants’ contributions adjusted
annually. Amounts related to the pension and postretirement benefit plans were as follows:

_Postretirement

‘ Pension benefits benefits
So oo . 2000 2000 2001 2000

- : : . . B : (Dollars in millions) ’

Benefit obligation, beginning of year ......0.....0ioct .. $17.9 0 82068 211 $ 219
TREETESE COST. .+ vttt ee e et e et et e eaeenne, ST h IL1:% 147 1.5 - L5
Plan participants’ contributions . ........... ... i i, — — 1.1 1.3
Amendments to plan ....... ... — — — 4
Actuarial loss (gain) .............. ... ..o P 6 18 3.1 (1.2)
Benefits paid . ... .. P el o PRI (48) (5. 9)‘ (23) (2.8)
Benefit obligation, end of year.................. DU e $14.8 $17.9 - $ 245 $ 21.1
Fair value of plan’ assets, beginning of year.....................0... $199 $188 :§ 3.0 §$ 43
Actual return on plan assets ............. e e e , (14 (4 . 3 4

~ Employer contributionis ... .................... P e 869 — 7 —
Benefits paid ...l e (48) (547 1.3 1.1

Farr value of plan assets end of year TR B - $142  $19.9 _‘$ 20 $ 3.0
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- . . Postretirement -
Pension benefits " benefits
. . oL . e . ) (Dollars in millions)
Fundcd SEATUS ... i e e ' (6) $ 2.0 $(22.5) $(18.1)
Unrecognized net actuarial loss (galn) ............................... ,' 6.5 4.6 (7.6) (12:.1)
Unrecognized prior:service Cost. ... ... v ' eun it hvweniteen, S e — 1 (1.6) (1.8)
‘Prepaid (accrued) benefit cost .............. ool 859 $6.6 $(31.7)$(320)

We used the following weighted average assumptions to calculate benefit obligations for our 2001 and
2000 valuations: discount rate of approximately 6.8 percent and 7.1 percent, respectively; an expected return
on plan assets of approximately 8.5 percent and 8.4 percent, respectively. Beginning in 2000, as a result 6f plan
amendments, no assumption for compensation increases was required. For measurement purposes, we
assumed a 12.0 percent annual rate of increase in the per capita cost of covered health care benefits for 2002,
decre'asing gradually to 5.0 percent in 2015 and remaining‘level thereafter. During 2000, we amended the
_pension plans of recently acquired companies to reduce future benefits accruing under such plans These
changes resulted in the actuarial, settlement and curtailment gains summarized above.

Components of the cost we recognized related to pensmn and postretlrement plans were as follows:

) Postretlrement
Pension benefits benefits

2001 2000 1999 2001 2000 1999

(Dollars in millions) _

Service cost .. ... I ... S '—A—A'$ — $73 $ — $.—. $—

TRTErESt COSt . .o\ttt e e e I B 4 30 15 15 16
Expected return of plan assets.......................... (1.5 .7 (14 (Y (2) (2
Amortization of prior service cost . ........ ... i, — — — - (L0) (9) . (B)
Settlement (gain) loss .......................... P 13 .3) — — —
Recognized net actuarial loss............. Ceee s 3 —7 100 ()~ —
Netpenodlccost(beneﬁt)...................‘.,.... $12 $'(._6)$9.9 $ 3.4 §.6

A one-percentage-point change in the assumed health care “cost trend rates Would have an 1ns1gn1ﬁcant
effect on the net periodic bcneﬁt cost of our postretlrement benefit obligation.

The Company has quahﬁed defined contribution plans for which substantially all employees are eligible.
Company. contributions, which match certain voluntary employee contributions to the plan, totaled $4.7
million in 2001, $9.1 million in 2000, and $10.3 million in 1999. Matching contributions are requxred to be
made either in cash or in Conseco common stock. ‘

Litigation -

We and our subsidiaries are involved onan ongoing basis in lawsuits (including purported class actions)
relating to our operations, including with respect to sales practices, and we and current and former officers and
directors are defendants in pending class action lawsuits asserting claims under the securities laws and
derivative lawsuits. The ultimate outcome of these lawsuits cannot be predicted with certainty.

Conseco Finance was served with various related lawsuits filed in the United States District_' Courtffo;' the
District of Minnesota. These lawsuits were generally filed as purported class actions on behalf of persons or
entities who purchased common stock or options to purchase common stock of Conseco Finance during
alleged class periods that generally run from July 1995 to January 1998. One action (Florida State Board of
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Admin. v. Green Tree Financial Corp., et. al, Case No. 98-1162) was brought not on behalf of a class, but by
the Florida State Board of Administration, which invests and reinvests retirement funds for the benefit of state
employees. In addition to Conseco Finance, certain current and former officers and directors of Conseco
Finance are named as defendants in one or more of the lawsuits. Conseco Finance and other defendants
obtained an order consolidating the lawsuits seekmg class action status into two actions, one of which pertains
to a purported class of common stockholders (In re Green Tree Financial Corp. Stock Litig., Case
No. 97-2666) and the other of which pertains to a purported class of stock option traders (In re Green Tree
Financial Corp. Options Litig., Case No. 97-2679). Plaintiffs in the lawsuits assert claims under Sec-
tions 10(b) (and Rule 10b-5 promulgated thereunder) and 20(a) ‘of the Securities Exchange Act of 1934. In
each case, plaintiffs allege that Conseco Finance and the other defendants violated federal securities laws by,
among other things, making false and misleading statements about the current state and.future prospects of
Conseco Finance (particularly with. respect to prepayment assumptions and performance of certain loan
portfolios of Conseco Finance) which allegedly rendered .Conseco’ Finance’s financial -statements false and
misleading. On August 24, 1999, the United States District Court for the District of Minnesota issued an
order. dismissing with prejudice all claims alleged in the lawsuits. The plaintiffs subsequently appealed the
decision to the U.S. Court of Appeals for the 8th Circuit. A three judge panel issued an opinion on
October 235, 2001, reversing the United States District Court’s dismissal order and remanding the actions to
the United States District Court. Pretrial discovery is expected to commence in.all three lawsuits approxi-
mately in April 2002. The Company believes that the lawsuits are without merit and intends to continue to
defend them vigorously. The ultimate outcome of these lawsuits cannot be predicted with certainty.

- A total of forty-five suits were filed in 2000 against the Company in the United States District Court for
the Southern District of Indiana. Nineteen of these cases were putative class actions on behalf of persons or
entities that purchased the Company’s common stock during alleged class periods that generally.run from
April 1999 through April 2000. Two cases were putative class actions on behalf of persons or entities that
purchased the Company’s bonds during the same alleged class periods. Three cases were putative class actions
on behalf of persons or entities that purchased or sold option contracts, not issued by the Company, on the-
Company’s -common stock during the same alleged class periods. One case was a putative class action on
behalf of persons or entities that purchased the Company’s “FELINE PRIDES” convertible preferred stock
instruments during the same alleged class periods. With four exceptions, ineach of these twenty-five cases two
former officers/directors of the Company were named as defendants. In each-cdse, the plaintiffs assert.claims
under Sections 10(b) (and Rule 10b-5 promulgated thereunder) and 20(a) of-the Securities Exchange Act of
1934. In each case, plaintiffs allege that the Company and the individual defendants violated the federal
securities laws by, among other things, making false and ‘misleading statements about the current state and
future prospects of Conseco Finance (particularly with respect to performance of certain loan portfolios -of
Conseco Finance) which allegedly rendered the Company’s financial statements false and misleading. The
Company believes that these lawsuits are without merit and intends to defend them vrgorously The ultimate
outcome of these lawsuits cannot be predicted with- certarnty

Eleven of the cases in the United States Dlstrrct Court for the Southern District of Indlana were filed as
purported class actions on behalf of persons. or entities that purchased preferred securities 1ssued by various
Conseco Financing Trusts, 1nclud1ng Conseco Fmancmg Trust V, Conseco Financing Trust VI, and Conseco
Financing Trust VIIL. Each of these complaints named as defendants the Company, the relevant trust (with
two exceptions), two former officers/directors of the Company, and underwriters for the particular issuance,
(with one exception). One complaint also.named an officer and all of the-Company’s directors at the time of
issuance of the preferred securities by Conseco Financing Trust VIL. In each case, plaintiffs asserted claims
under Section 11 and Section. 15 of the Securities Act of 1933, and eight complaints also asserted claims under
Section 12(a) (2) of that Act, Two complaints also asserted claims under Sections 10(b) and 20(a) of the
Securities Exchange Act of 1934, and one comp]amt also asserted a claim. under Section 10(b) of that Act. In
each case, plaintiffs alleged that the defendants vro]ated the federal securities laws by, among other things,
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making “false and misleading statements in Prospectuses and/or Registration Statements related to the
issuance of preferred securities by ‘the Trust involved regarding the current state and future prospects of
Conseco Finance (particularly with respect to performance of certain loan portfolios of Conseco Finance)
Wthh allegedly rendered the dlsclosure documents false and misleading.

- All of the Conseco, Inc secuntles ‘cases. have been consolidated into one case in the Unlted States
District Court for the Southern District of Indiana, captioned: “In Re Conseco, Inc. Securities Litigation”,
Case number IP00-C585-Y/S. An amended complaint was filed on January 12, 2001, which asserts claims
under Sections 10(b) and 20(a) of the Securities Exchange Act of 1934, and Sections 11, 12(a) (2), and 15
ofthe Securities Act of 1933, with respect: to common stock and various: other securities issued by the
Company and Conseco Financing Trust VII: The Company filed a motion to-dismiss the amended complaint
on April 27, 2001.-On January 10, 2002, the Company entered into.a Memorandum of Understanding (the
“MOU”) to-settle the consolidated securities cases that are pending in the United States District Court for
the Southern District of Indiana for $120 million subject to-court approval. Under. the MOU, as amended-on
February 12, 2002, $106 million was required to be placed in escrow by March 8, 2002; the remaining $14
million was to be paid in two installments: $6 million by April 1, 2002, and $8 million by October 1, 2002 (all
payments with, interest from January 25, 2002). The $106 million-due on March 8,-2002, was not paid, -for
reasons set forth in the following paragraph, and the MOU has expired by its terms. Accordingly, and unless
we are able to revive the settlement, the Company .intends to defend the securmes lawsuit v1gorously The
ultimate outcome cannot be predicted with certainty. ‘ : '

"We maintained certain directors’ and officers’ liability insurance that was inforce at the time the-Indiana
securities and derivative litigation (the derivative litigation is described below) was commenced and, in our
view, applies-to the claims asserted in that litigation. The insurers denied “coverage for those claims, so we
commenced a lawsuit against them-on June 13,2001, in Marion County Circuit:Court in Indianapolis; Indiana
{Conseco,. Inc.,. et. al: v. National .Union Fire Insurance- Company of Pittsburgh, PA., Royal Insurance
Company of America, Westchester Fire Insurance Company, RLI Insurance, Greenwich Insurance Company
and Certain Underwriters at. Lloyd’s of London, Case- No. 49C010106CP001467) seeking,” among other
things, a'judicial declaration that coverage for those claims exists. The primary insurance carrier, National
Union Fire Insurance Co. of ‘Pittsburgh;. PA, has paid its full'$10 million in policy procéeds toward the
settlement of the sécurities litigation; in return, National Union has been released from the coverage litigation
pending in staté court in- Marion' County, Indiana. The first excess insurance carrier, Royal Insurance
Company ' (“Royal’™), placed its full $15 million"in policy proceeds into an escrow under Royal’s control, but
reserved rights to continue to-litigate coverage and imposed an-unacceptable condition on releasing the funds:
The second excess insurance carrier, Westchester Fire Insurance Company, committed to pay.its full-$15
million in policy proceeds toward the settlement without a reservation of rights, on condition -that.certain
impairments. to its 'subrogation rights be removed from the MOU. The third excess insurance carrier, RLI
Insurance Company (“RLI”), committed to pay its full $10 million in policy proceeds toward the settlement
subject to a reservation of rights, and on condition that Conseco give RLI any security for its reservation of
rights ‘that Conseco gives to’'Royal. The fourth excess insurance carrier, Greenwich Insurance Company,
committed to pay its full $25 million in policy proce€ds toward the settlement without a reservation of rights.
In addition, the funding commitments of Westchéster, RLI and Greenwich were conditioned on each of the
excess carriers below them paying their respective policy limits in full toward the settlement. The final excess
carrier, Certain -Underwriters at Lloyd’s of London, refused to pay or to escrow its '$25 million in policy
- proceeds toward the settlement, although it has advised the Company that it is continuing to- investigate the
Company’s claim: There can be no assurance that the insurance carriers, other than the primary carrier, will in
fact pay their policy proceeds toward the settlement even if the-case could still be settled on the terms
reflected in'the MOU. Because they did not do so by March-8, 2002, the MOU described in the immediately
preceding paragraph expired. Should the settlement embodied in the MOU be lost, there can be no assurance
that the securities litigation can be resolved for $120 million, and the Company will proceed with its coverage
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litigation in Marion County; Indiana, against those carriers that caused the settlement to terminate. We intend
to pursue our coverage rights vigorously. However, the ultimate outcome cannot be predicted with certainty.

Nine shareholder derivative suits were filed in 2000 in the United States District Court for the Southern
District of Indiana. The complaints named as.defendants the current d1rcctors certain former directors,
certain non-director officers of the Company (in one case), and, alleging aiding and abetting liability, certain
banks that allegedly made loans in relation to the Company’s “Stock Purchase Plan” (in three cases). The
Company is also named as a nominal defendant in each complalnt Plaintiffs allege that the defendants
breached their fiduciary duties by, among other things, intentionally disseminating false and misleading
statements concerning the .acquisition,. performance and proposed sale of Conseco Finance, and.engaged in
corporate waste by causing the Company. to.guarantee loans that certain officers, directors and key employees
of the Company used- to purchase stock under the.Stock Purchase Plan. These -cases have now been
consolidated irito one case in the United States District Court for the Southern District of Indiana, captioned:
“In Re Conseco, Inc. Derivative Litigation”, Case Number IP00655-C-Y/S. An amended complaint was
filed on April 12, 2001, making generally the same allegations and allegations of violation of the Federal
Reserve Board’s margin rules. Three similar cases have been filed in the Hamilton County Superior Court in
Indiana. Schweitzer v. Hilbert, et al., Case No. 29D01-0004CP251; Evans v. Hilbert, et al., Case
No. 29D01-0005CP308 (both Schweitzer and Evans name as defendants certain non-director officers): Gintel
v. Hilbert, et al., Case No. 29003- 0006CP393 (naming as defendants, and alleging aiding and abetting liability
as to, banks that allegedly made loans i in relation to the Stock Purchase Plan). The cases filed in Hamilton
County have been stayed pendmg resolution of the derivative suits filed in the United States District Court.
The ‘Company believes that these 1awsu1ts are without merit and intends to defend them v1gorously The
ultlmate outcome of thcse lawsuits cannot be predicted with certainty.

Conseco Finance is a defendant in two arbltratlon proceedings in South Carolina (Lackey v. Green Tree
Financial Corporation, n/k/a Conseco Finance Corp. and Bazzle v. Green Tree Financial Corporation, n/k/a
Conseco Finance Corp.) where the arbitrator, over Conseco Finance’s objection, allowed the plaintiffs to
pursue purported class action claims in arbitration. The two purported arbitration classes consist of South
Carolina residents who obtained real estate secured credit from Conseco Finance’s Manufactured Housing
Division (Lackey) and Home Improvement Division (Bazzle) 'in the early and mid 1990s, and did not receive
a South Carolina specific disclosiire form relating to selection of attorneys and insurance agents in connection
with the credit transactions. The arbitrator, in separate awards issued on July 24, 2000, awarded a total of
$26.8 million in penalties and attorneys’ fees. The -awards were confirmed as judgments in both Lackey and
Bazzle. These cases have been- consolidated into-one case and are currently on appeal before the South
Carolina Supreme Court. Oral argument was heard on March 21, 2002. Conseco Finance has posted appellate
bonds, including $20 million of cash, for these cdses. Conseco Finance intends to vigorously challenge the
awards and believes that the arbitrator erred by, among other-things, conducting class action arbitrations'
without the authority to do so and misapplying South Carolina law when awarding the penaltles The ultlmate'
outcome of this proceeding cannot be predicted with certainty.

On January 15, 2002, Carmel Fifth, LLC (“Carmel”), an indirect, wholly owned subsidiary of the
Company, exercised its rights, pursuant to the Limited Liability Company Agreement of 767 LLC, to require
767 Manager, LLC (“Manager”), an affiliate of Donald J. Trump, to elect within 60 days, either to acquire
Carmel’s interests.in 767 LLC for $499.4 million, or sell its interests in 767 LLC to Carmel for $15.6 million.
(the “Buy/Sell Right”). 767 LLC.is a Delaware limited liability company that owns the General Motors
Building, a 50-story office building in New York, New York. 767 LLC is owned by Carmel and Manager. On
February 6, 2002, Mr. Trump commenced a civil action against the Company, Carmel and 767 LLC in New
York State Supreme Court, entitled Donald J. Trump v. Conseco, Inc., et al. Plaintiff claims that the
Company and Carmel breached an agreement, dated July 3, 2001, to sell Carmel’s interests to plaintiff for
$295 million on or before September 15, 2001 (the “July 3rd Agreement”). Specifically, plaintiff claims that
the Company and Carmel improperly refused to accept a reasonable guaranty of plaintiff’s payment
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obligations, refused to complete the sale of Carmel’s interest before the.September 15, 2001 deadline,
repudiated ‘an oral promise to extend the September 15 deadline indefinitely and repudiated the July 3rd
Agreement by exercising Carmel’s Buy/Sell Right. Plaintiff asserts claims for breach of contract, breach of
the implied covenant of good faith and fair dealing, promissory estoppel, unjust enrichment and breach of
fiduciary duty. Plaintifl is seeking compensatory and punitive damages of approximately $1 billion and
declaratory and injunctive relief blocking Carmel’s Buy/Sell Right. The Company believes that this lawsu1t is
w1thout merit and intends to defend it v1gorously '

We have received a cla1m from the heirs of a former officer, Lawrence Inlow, asserting that unvested
options to purchase 756,248 shares of our common stock should have been vested at Mr. Inlow’s death. If such
options had been vested, the heirs claim that the options would have been exercised, and the resulting shares
of common stock would have been sold for a gain of approximately $30 million based upon a stock price of
$58.125 per share, the highest stock price during the alleged exercise period of the options. We believe the
claim of the heirs is without merit. If the heirs proceed with their claim we will defend it vigorously.

On March 27, 2002 seven holders of our bank debt filed a lawsu1t in the Unrted States District Court for
the Northern District of Illinois (AG Cap1tal Funding Partners LP, et al. v. Conseco, Inc Case
No. 02C2236). On March 20, 2002, we amended our credit facilities to provide, in part, that in the event of
certain asset sales, we are not obligated to prepay: amounts borrowed under the credit agreement until we have
received in excess of $352 million of net proceeds from those sales. The holders assert that 100% of the holders
of the bank debt must vote in favor of an amendment of the provisions relating to the triggering of mandatory.
prepayments. We believe that the amendment of the mandatory prepayment provisions of the credit
agreement complied with the terms of the credit agreement and we believe this lawsuit is without merit and
intend to defend this lawsuit vigorously. The ultimate outcome of these proceedings cannot be predicted with
certainty. Except with respect to the. mandatory prepayment provisions of the credit agreement, this lawsuit
does not challenge any other portlon of the March 20, 2002 amendment to the credit agree’ment

In addmon the Company and 1ts subs1d1ar1es are involved on an ongomg basis in other lawsuits
(including purported class actions) related to their operatlons These actions include a purported nationwide
class action regarding the marketmg, sale and renewal of home health care and long term care insurance
policies that has been settled (along with two related California-only purported class: actions) pending final
approval by the court, one action brought by the Texas Attorney General regarding long term care policies,
three purported nationwide class actions involving claims,related to ‘ vanlshmg premiums,” and two purported
nationwide class actions involving claims related to “modal premiums” (the alleged imposition and collection
of insurance premium surcharges in excess of stated annual premiums). The ultimate outcome of all of these
other legal matters pending against the Company or its subsidiaries cannot be predrcted and, although such
lawsuits are not expected to individually have a material adverse effect on the Company, such lawsuits could
have, in the aggregate, a material adverse effect on the Company s consolidated financial condition, cash flows
or results of operations.

Guaranty Fund Assessments

The balance sheet at December 31, 2001, includes: (i) accruals of $18.7 million, representing. our
estimate of all known assessments that-will be-levied against the Company’s insurance subsidiaries by various
state_guaranty associations based on premiums written through December 31, 2001; and (ii) receivables of
$8.0 million that we estimate will be recovered through a reduction in future premium taxes as a result of such
assessments. At December 31, 2000, such guaranty fund assessment related accruals were $20.4 million and’
such receivables were $11.9 million. These estimates are subject to change when the associations determine
more precisely the losses that have occurred and how such losses will be allocated among the insurance
companies. We recognized expense for such assessments of $7.6 million in-2001; $8.4 million in 2000 and $5.0
million in 1999. ' .
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Guarantees’

“In conjunctlon with certain ‘sales of finance recclvables our ﬁnance sub51d1ary pr0v1ded guarantecs
aggregating approximately $1.5 billion at December 31, 2001. We consider any potentlal payments related to
these guarantees in the projected net cash flows used to determine the value of our interest-only securities.
During 2001 and' 2000, advances of interest and principal payments relatéd to such’ guarantees on bonds held
by others totaled $32.7 million and $22.3 million, respectively. :

~We have guaranteed bank loans totaling $545.4. million to approximately 155 current and former
directors, officers and key employees. The funds were used by the participants to purchase approximately 18.0
million shares of Conseco common stock in open market or negotiated transactions with independent parties.
Such shares are held by ‘the bank as collateral for the loans. In addition, Conseco has provided loans ‘to
participants for interest on the bank loans totaling $143.6 million. During the third quarter of 2000; the
Company negotiated a new guarantee with the banks which expires on December 31, 2003, and made it
available to participants who qualified and chose to participate in a new lending program. . ‘

A key goal of the program is to reduce the balance of each participant’s bank and interest loans to $25 per
share of stock purchased through the program. Such reductions are to occur through cash payments and pay
for performance programs. In order to receive the pay for performance program benefits, participants in the
new program are required to put to the Company, 75 percent of the value in excess of $25 per share of the
shares purchased through this program, as determined on December 31, 2003. A subsidiary of Conseco has
pledged $54.7 million of cash collateral in conjunction with the guarantee of a portion of the bank loans.
Conseco also granted a security interest in most of its assets in conjunction with the guarantee of a portion of
the bank loans. In 2001, 2000 and 1999, we established. a noncash provision in connection with these
guarantees and loans of $169.6 million, $231.5 million and $18.9 million, respectively. Such provision is
included as a component of the provision for losses. At December 31, 2001, the reserve for losses on the loan
guarantees and the lability related to the pay for performance benefits totaled $420.0 million. At Decem-.
ber 31, 2001, the guaranteed bank loans and interest loans exceeded the value of the collateral held (pnmanly
the value of the common stock purchased) and the reserve for losses and the hablhty related to the pay for
performance benefits by approximately $180 million. All participants have agreed to.indemnify Conseco for
any loss incurred on their loans. We regularly evaluate these guarantees and loans in light of the collateral and
the creditworthiness of the participants.

Company-Obligated Mandatorily Redeemable Preferred Securities of Subsidiary Trusts

Certain wholly owned subsidiary trusts have issued.preferred securities in public offerings: The trusts used
the proceeds from these offerings to purchase subordinated debentures from Conseco. The terms of the
preferred securities parallel the terms of the debentures, which account for substantially all trust assets. The
preferred securities are to be redeemed on a pro rata basis, to the same extent as the debentures are repaid.
Under certain circumstances involving a change in law or legal interpretation, the debentures may .be
distributed to the holders of the preferred securities. Our obligations under the debentures and related
agreements, taken together, provide a full and unconditional guarantee of payments due on the preferred
securities. The debentures issued to the subsidiary trusts and’ the common securities purchased by Conseco
from the subsidiary trusts are eliminated in the consolidated financial statements.

On February 16, 2001, the trust preferred securities component of the FELINE PRIDES were retained
by the Company (and subsequently retired) as payment under the stock purchase contract in accordance with
their terms and, as a result, we issued 11.4 million shares of Conseco common stock to the holders of the
FELINE PRIDES. The $496.6 million carrying value of the FELINE PRIDES that were retired (and used
for payment pursuant to the.stock purchase contracts) was transferred from minority interest to common stock
and additional paid-in capital.
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In April 2000, the Company and the holder of the Redeemable Hybrid Income Overnight Shares
(“RHINOS”) issued in 1999 agreed to the repurchase by the Company of the RHINOS at their $250 million
par value. The Company tecognized an extraordinary 10ss of $3.3 mrll1on (net of i income taxes of $1. 8 mrlhon)
in the second quarter of 2000 related to the redempuon

, Company obligated mandatorrly redeemable preferred securrtres of subsidiary trusts at December 3l .
2001, were as follows: -
Year Carrying Distribution Earliest/mandamry

~issued  Parvalue . value rate . redemption dates

. k . . . (Dollars in millions) X ‘ '
Trust Originated Preferred Securities .. ... oo 1999 $ 300.0 $ 2945 - 9:44% . 2004/2029(b)
Trust Originated -Preferred Securities ........ . 1998 -~ 500.0 493 .4, -8.70 2003/2028(b)
Trust Originated Preferred Securities ... .. .. 1998 - 230.0. - 226.6 9.00 . 2003/2028 (b)
Capital Securities(a) .....c.... i vire... 1997 300.0 300.0 8.80 2027
Trust Originated Preferred Securities ;. .... 1996 2750 2750 - 9.16 .2001/2026(b)
Capital Trust Pass-through Securities(a) .... 1996 325.0 325.0 8.70 2026

© $1,930.0 © $1,914.5

(a) These secuntlesvmay be redeemed anytrme at: (i) the pr1n01pal balance plus (ii) a premlum equal to the
excess, if any, of the sum of the discounted present value of the remaining scheduled payments of
principal and 1nterest using a current market interest rate over the principal amount of securities to be
redeemed.

N

(b). The mandatory redernptron dates of these securities may be extended for up to l9 years.

So long as no event of default under the debentures has occurred and is oontrnurng, Conseco has the r1ght,
to defer interest payments on the subordinated debentures for up to 20 consecutive quarters, but not beyond
the maturity date of the subordmated debentures. Tf Conseco defers interest’ ‘payments on the subordinated
debentures the trust will also defer distributions” on the preferred securities. During the deferral period,
d1str1but1ons continue to accumulate on the par amount plus any unpaid dlstrrbunons at the stated distribution
rate. The deferral of such drstnbutrons could have an adverse effect on our ability to access the caprtal markéts
and on our ratings. | '

Reclassification Ad]ustments Included in Comprehensrve Income

The changes in unrealized apprec1at1on (depre01at1on) 1ncluded in comprehensrve income are net of
reclassification adjustments for after-tax net gains (losses) from the sale of investments included -in net
income (loss) of approxrmately $240 million, $220 mrlhon and $(25) million for the years ended Decem-
ber 31, 2001, 2000 and 1999 respectrvely D :

Sale of Interest in Rlverboat

In the first quarter of 2001, the Company sold its 29 percent ownershrp interest in the nverboat casino in
Lawrenceberg, Indiana, for $260 million, We recognized a net galn on the sale of $192.4 million.
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9. SPECIAL CHARGES
2001

The following table summarizes the spe01al charges incurred by the Company during 2001, Wthh are
further described in the paragraphs which follow (dollars in millions):

Organizational restructuring:

Severance benefits ................. EI P R $ 172
Office closings and sale of artwork. .... S FE 79
Loss related to sale of certain finance receivables ............ e [T 11.2
‘Amounts related to disputed reinsurance balances . e e 8.5
Litigation €XPEemSES . . o v vttt et ettt e e e e e 30.4
Other Items . . ... ..o 26.7

Special charges before income tax benefit .......................... e 31019

Severance benefits

During 2001, Conseco developed plans to change the way it operates. Such changes are being undertaken
in an effort to improve the Company’s operations and profitability. The planned changes included moving a
significant number of jobs to India, where a hlghly -educated, low- cost, English-speaking labor force is
available. Pursuant to GAAP, the Company is required to recognize the costs associated with most
restructuring activities as the costs are incurred. However costs associated with severance benefits are
required to be recognized when the costs are: (i) attributable t0 employees’ services that have already been
rendered; (ii) relate to obligations that accumulate; and (iii) are probable and can be reasonably estimated.
Since. the severance costs associated with our planned act1v1t1es meet these requlrements we recogmzed a
charge of $17.2 million in 2001.

Office closings and sale of artwork

In conjunction with our restructuring activities,” we closed certain offices,. which resulted in the
abandonment of certain leasehold improvements. Further, certain antiques and artwork, formerly displayed in
the Company’s executive offices, have been or are in the process of being sold We recognized a charge of
$7.9 million related to these assets in 2001. :

Loss related to the sale of certain finance receivables.

During 2001, we recognized a loss of $2.2 million on the sale of $11.2 million of finance receivables. Also,
during 2001, the purchaser of certain credit card receivables returned certain receivables pursuant to a return
of accounts provision included in the sales agreement. Such returns and the associated losses exceeded the
amounts we initially anticipated when the receivables were sold. We recogmzed a loss of $9.0 m1lhon related
to the returned receivables.

Amounts related to disputed reinsurance balances
During 2001, we discontinued marketing certain medical insurance products. Several reinsurers who

assumed most of the risks associated.with these products have disputed the reinsurance receivables due to us.
We have established an allowance of $8.5 million for disputed balances that may not be collected.
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Litigation expenses

Litigation expenses primarily include the cost and proposed settlement related to our securities litigation
class action lawsuit. Such lawsuit is further discussed in note 8 under the caption “Litigation”.

Other items

Other items include expenses incurred: (i) in conjunction with the transfer of certain customer service
and backroom operations to our India subsidiary; (ii) for consulting fees with respect to services provided
related to various debt -and organizational restructuring transactions; (iii) pursuant to the terms of the
employment agreement for our chief executive officer; (iv) related to d1scont1nu1ng the sale of certdin types of
life insurance in conjunction with lending transactions; and (v) for other- items which are not individually
significant, net of a $10.0 million reduction in the value of the warrant to purchase fivé percent of Conseco
Finance (see note l) : 4

2000

The Company incurred significant special charges during 2000, primarily related to the restructuring of
our debt, restructuring of our finance business and payments made pursuant to employment contracts. The
following table summarizes the special charges, which are further described in the paragraphs which follow
(dollars in m1lhons) :

“ rAdv1sory and profess1ona] fees related to debt restructurmg . S ..... L e 5. 9.9 o
~ Restructuring of finance business: . o
.. . Lower of cost or market adJustment for ﬁnance rece1vablcs 1dent1ﬁed for.sale .. Cee 103.3
~ . Losson “sale of transportation loang land vendor services ﬁnancmg business e 510
- Lossonsaleofassetbasedloans.,..i.‘.............‘..............,....,...f.,.‘... 682
‘ _Loss on sale of subpnme automobile and bankcard business, net ..... e 619"
Costs related to closing offices and streamlining businesses . . . ... P 31.2
Abandonment of computer processing SYStEMS . . ... ..o vvvvurereneeneeneeanan.s 358
Advisory fees and warrant paid and/or issued to Lehman and other investment banks 122.4
Executive contracts: C o
Executive termination payment. . ... e P .. 725
Chief Executlve Officer signing payment ... ... S i PP 45.0
 Warrants- 1ssued to General Electric Company........ T e 210
,Reserve methodology change at bank subsidiary .......... 0. 00 i e P 48.0
Other HemMS . . ..o e P 29.1,
Special charges before income tax benefit .........0.000 00000 C o 86993

. Advisory and, professional JSees related to debt restructuring

During 2000,~we 1ncurred $9.9 m1lllon of non-deferrable adv1sory and professmnal fees primarily related
to the restructuring of our bank crédit facilities.

Lower of cost or market adjustment for finance receivables identified for sale

On July 27, 2000, we announced several courses of action to restructure our finance business, including
the sale or runoff of the finance receivables of several business lines: The carrying value of the loans held for
sale-was reduced to the lower of cost or market, consistent with our.accounting policy for such loans. The
reduction in value of-these loans of $103.3 million (including a $45.9 million increase to the allowance for
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credit losses) primarily related to transportation finance receivables (primarily loans for the purchase of trucks
and buses). These loans had experienced a significant decrease.in value as a result of the adverse economic
effect that increases in oil prices and competition had on borrowers in the transportation business during 2000.

Loss on sale of transportation loans and vendor services financing business

During the fourth quarter of 2000, we sold transportation loans with a carrying value of $566.0 million
(after the market adjustment described above) in whole loan sale transactions. We recognized an additional
loss of $30.7 million on the sale. During 2000, we recognized a special charge and reduced goodwill by
$20.3 million, representing the difference between: (i) the carrying value of the net assets of the vendor
services financing business; and (ii) the anticipated proceeds from the sale of such business, which was
completed in the first quarter of 2001. '

Loss on sale of asset-based loans

During the third quarter of 2000, we sold asset-based loans with a carrying value of $216.1 million in
whole loan sale transactions. We recognized a loss of $68.2 million-on these sales.

Loss on sale of subprime automobile and bankcard business

During the second quarter of 2000, we sold all of the finance receivables of our subprime automobile
financing and servicing companies and terminated their operations. In addition, the Company sold substan-
tially all of its bankcard (Visa and Mastercard) portfolio. We.recognized a net loss on these sales of
$61.9 million. ' ‘

Costs related to closing offices and stieamlining businesses

Our restructuring activities included the closing of several branch offices and streamlining our businesses.
These activities included a reduction in the work force of approximately 1,700 employees. The Company
incurred a charge of $8.6 million related to severance costs paid to terminated employees in 2000, The
Company also incurred lease termination and direct closing costs of $12.3 million associated with the branch
offices closed in conjunction with the restructuring activities. In addition, fixed assets and leasehold’
improvements of $10.3 million were abandoned when the branch offices were closed.

Abandonment of computer processing systems

We recorded a $35.8 million charge in 2000 to write off the carrying value of capitalized computer
software costs for projects that have been abandoned in conjunction with our restructuring. These costs are
primarily associated with: (i) computer processing systems under development that would require significant
additional expenditures to complete and that are inconsistent with our current business plan; and
(ii) computer systems related to the lines of business dis'continued by the Company and therefore are no
longer required. o '

Advisory fees and warrant paid and/or issued to Lehman and other investment banks

In May 2000, we sold approximately $1.3 billion of finance receivables to Lehman. and its affiliates for
cash and a right to share in future profits from a subsequent sale or securitization of the assets sold. We paid a
$25.0 million transaction fee to Lehman in conjunction with the sale, which was included in special charges.
Such loans were sold to Lehman at a value which approximated net book value, less the fee paid to Lehman.

During the second and third quarters of 2000, we repurchased a significant portion of the finance
receivables sold to Lehman. These finance receivables were subsequently included in securitization transac-
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tions structured .as financings. The cost of the finance receivables purchased from Lehman did not dlffer
materially from the book value of the loans prior to their sale to Lehman.

Lehman also amended its master repurchase ﬁnancmg facilities with our finance operations to expand the
types of assets financed. As partial consideration for the financing transaction, Lehman received a warrant,
with a nominal exercise price, for five percent of the common stock of Conseco Finance. The initial
$48.1 million estimated value of the warrant was recognized as an expense during the second quarter of 2000.

We also paid Lehman $20.0 million in fees for its efforts to form an investor group to purchase Conseco
Finance. In addition, the Company paid other investment banks and financial institutions $24.0 million in
advisory fees related to the potential sale of Conseco Fmance and consultation regardmg various other
transactions.

We also paid Lehman $5.3 million in advisory fees related to the finance business and debt restructuring.

Executive Terminations

On April 28, 2000, Conseco-and Stephen C. Hilbert, the Company’s former Chairman and Chief
Executive Officer, entered into an agreement pursuant to which Mr. Hilbert’s employment was terminated. As
contemplated by the terms of his employmént agreement, Mr. Hilbert received: (i) $72.5 million (prior to
required withholdings for taxes), an amount equal to five times his salary and the non-discretionary bonus
amount (as defined in his employment agreement) for 2000; less (ii) the amount due under a secured loan of
$23 million, plus accrued interest, made to Mr. Hilbert on April 6, 2000. Mr. Hilbert also received the bonus
of $3,375,000 payable under his employment agreement for the first quarter of 2000. Conseco agreed to
continue to treat Mr. Hilbert as though he were an employee/participant for purposes of the guaranteed bank
loans and the loans for interest on such loans pursuant to the stock purchase program. Conseco also entered
into a consulting agreement with Mr. Hilbert pursuiant to which Mr. Hilbert agreed to provide consulting
services up to.an average of 25 hours per month for a period of three years. Mr. Hilbert also agreed not to
compete with Conseco during the term of the ‘consulting agreement. On April 27, 2000, Mr. Hilbert was
granted options to purchase an aggregate of 2,000,000 shares of Conseco common stock at a price of $5.75 per
share (the average of the high and low sales prices on the New York Stock Exchange on such date). The
options expire on Apnl 26, 2003.

On April 28, 2000, Conseco and Rollin M. Dick, the Company’s former Chief Financial Officer, entered
into an agreement pursuant to which Mr. Dick’s employment was terminated. As contemplated by the terms
of his employment agreement, Conseco agreed to pay Mr. Dick his salary of $250,000 per year through
December 31, 2001, and he also received the bonus of $187,500 payable under his employment agreement for
the first quarter of 2000. Conseco also agreed to continue to treat Mr. Dick as though he were an
employee/ participant for purposes of the guaranteed bank loans and the loans for interest on such loans
pursuant to the stock purchase program. Conseco also entered into a consulting agreement w1th Mr. Dick
pursuant to which Mr. Dick agreed to provide consulting services up to an average of 25 hours per month for a
period of three years. Mr. Dick also agreed not to compete with Conseco during the term of the consulting
agreement. On April 27, 2000, Mr. Dick was granted options to purchase an aggregate of 600,000 shares of
Conseco common stock at a price of $5.75 per share. The options expire on April 26, 2003.

Executive Hiring

‘On June 28, 2000, thé Company hired Gary C. Wendt as its Chief Executive Officer. Pursuant to the
terms of his employment agreement, Mr. Wendt received a payment of $45 million (prior to required.
withholdings for taxes) and was granted options to purchase an aggregate of 10,000,000 shares of Conseco
common stock at a price of $5.875 per share (the average of the high .and low sales price on the New York
Stock Exchange on the date on which the substantial terms of Mr. Wendt’s employment were agreed to). The
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options vest over five years and expire on June 28; 2010. The Company also issued 3,200,000 shares of
restricted stock to Mr. Wendt. The restrictions on the stock lapse if Mr. Wendt remains employed by Conseco
through June 30, 2002, or upon a “change in control” of the Company. The value of the restricted shares
($18.8 million)-will be recognized as an expense to the Company over the two year period ending June 30,
2002. Mr Wendst is also being provided certain supplemental retirement, insurance and other beneﬁts under
the terms of his employment agreement.

In conjunction with Mr. Wendt’s hiring and his release from noncompete provisions of a prior agreement
the Company issued a warrant to a subsidiary of General Electric Company to purchase 10,500,000 shares of
Conseco common stock at a purchase price of $5.75 per share. The estimated value of the warrant
($21 0 million) was recognized as a special charge. :

- Reserve Methodology Change at Bank Subsidiary

" During the fourth quarter of 2000, we increased the allowance for credit losses related to credit card
receivables held by our bank subsidiary. We implemented a more consérvative approach pursuant to a recent
regulatory examination, which resulted in this special charge.

10. SHAREHOLDERS’ EQUITY: -

. We are authorized to issue up to 20 million shares of preferred stock. On December 15, 1999, we issued
$500.0 million (2.6 million shares) of Series F Common-Linked Convertible Preferred Stock (the “Series F
Preferred Stock”) to Thomas H. Lee Company and- aﬂihated investors. The Series F Preferred Stock is
convertible into. Conseco common stock at a common equlvalent -rate of $19.25 per share. The Series F
Preferred Stock pays a 4 percent dividend, of which an amount at least equal to the common dividend will be
payable in cash, and the remainder may be paid in additional Series F shares valued at a common equivalent
rate of $19.25 per share: In September 2000, we suspended the payment of common stock dividends and, as a
result; all dividend payments since that date have been paid in additional Series F shares (the carrying value of
such additional .shares is detérmined based on the fair value of the equivalent number of Conseco common
shares that such shares are convertible into as of the date the dividend is paid). The Series F Preferred Stock
ranks senior to-the common stock outstanding and has a hqurdatlon preference of $192 50 per share plus all
declared and unpaid dividends. ‘ . . -

In February 1999, we redeemed all $105.5° million (carrying value) of outstanding shares of Preferred
Redeemable Increased Dividend Equity Securities, 7% PRIDES Convertrble Preferred Stock (“PRIDES”)
in exchange for 5.9 -million shares of Conseco common stock. '
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Changes in the number of shares of common ‘stock outstandmg during the years ended December 31,
2001, 2000 and 1999 were as follows: -

200] ) 2000 1999
(Shares in thousands)

Balance, beginning of year..:. 7. ... .. AT USR8 307679 3lssaa

Stock options exercised ............ R 424 - 94 5,130

Stock warrants exercised .. ....... ... . . 0o o, T - 3,327 — T—

" Shares issued in ‘conjunction with the acquisition of Exl.......... e 3,411 = —
Shares issued pursuant to stock purchase contracts related to the . : -

FELINE PRIDES . .....ooii i .- 11,351 _- —

Issuance of shares. ... ... . i C— — 3,582

Common shares converted from PRIDES.................... .. SR R — " 5,904
Shares issued under employee benefit compensation plans: .- : - :
Deferred compensatlon plan of former Chairman and Chief Executive '

OFBCEr .- eeeeeeee e e R T R—

Other ... P 912 301 126
Settlement of forward contract and common stock acquired......... ‘e — - (4,247) . (2,907)
Balance, end of year............... B T e e 344,743 325,318 327,679

In February 2001, the Company issued I1.4 million shares of Conseco common stock pursuant to stock’
purchase contracts related to the FELINE PRIDES. This transaction is discussed in further détail in note 8
above under the captlon “Company-Obhgated Mandatonly Redeemable Preferred Secuntles of Sub51d1ary'
Trusts

D1v1dends declared on common stock for 2000 and 1999 were $.10 and- $ 580 per common share
respectively. As part of .our plan to strengthen our capital structure, the Board of Directors reduced the cash
dividend on our common stock to a quarterly rate of 5 cents per share; which was paid in April and July of.
2000. In September 2000, cash dividend payments-on our common stock were suspended. The amended bank
credit facilities prohibit the payment of cash dividends on’our common stock until the. Company has received
investment grade ratings on its outstanding public debt. :

N

During 1999, we sold 3.6, million shares of our common stock to an unaffiliated party (the “Buyer”).
Simultaneous with the issuance of the common stock, we entered into a forward transaction with the Buyer to
be settled at $29.0625 per share in a method of our choosing (i.e., cash settlement, transfer of net shares to or-
from the Buyer, or transfer of net cash to or from the Buyer). We settled the contract in March 2000 by
repurchasing 3.6 million shares held by the Buyer.

Conseco’s 1994 Stock and Incentive Plan authorizes the granting of options to employees and directors of
the Company to purchase up to 24 million shares of Conseco common stock at a price not less than its market
value on the date the option is granted. In 1997, the Company adopted the 1997 Non-qualified Stock Option
Plan, which authorizes the granting of non-qualified options to employees of the Company to purchase shares
of Conseco common stock. The aggregate number of shares of common stock for which options may be
granted under the 1997 plan, when added to all outstanding, unexpired options under the Company’s employee
benefit plans, shall not exceed 20 percent of the total of shares of common stock outstanding plus the number
of shares issuable upon conversion of any outstanding convertible security on the date of grant (calculated in
the manner set forth in the 1997 plan). The options may become exercisable immediately or over a period of
time. The 1994 plan also permits granting of restricted stock, stock appreciation rights and certain other
awards,
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A summary. ‘of the' Company’s stock option activity. and . related. information for the years ended
December 31, 2001, 2000 and 1999, is presented below (shares in thousands):

2000

2001 1999

Weighted Weighted Weighted

average average average

exercise exercise exercise

. Shares . price Shares price Shares - price

Outstanding at the beginning of year . 36,107 $18.38 33750 $32.15 32,085  $30.91
Options granted (a) ..................... 8,609 1 6.32 18,404 7.10 7,725 26.37
Exercised . ...........0.. 0 0o iiu . T (432) 9.88 (95)- . 845 (5,130) 15.83
Forfeited or terminated .................. (3,992) 27.27 (15,952) . .34.56.. - (930) 30.37
Outstanding at the end of the year e 40,292 15.01 36,107 18.38 ‘33,'750 32.15
Options exercisable at year-end............ 13,591 13,905 19,937
Available for future grant................. 34,903 _ *34,853 Coe 137290

(a) Options granted during 2001 include options to purchase 1,000,000 shares of Conseco common stock at a -

) price of $13.89 per share issued to a former Chief Financial Officer, expiring in March 2011. Options

" granted during 2000 included: (i) options to purchase 2,000,000 shares of-Conseco common stock at a
price of $5.75 per share issued to the former Chairman and Chief.Executive -Officer, expiring in

 April 2003 (ii) .options to purchase 600,000 shares of Conseco common stock at a price of $5.75 per
share issued to.a former Chief Financial Officer, expiring in April 2003; and (iii) options to purchase
10,000,000 shares of Conseco common stock ‘at a price of $5. 875 per share issued to the new Chief
Executive Oﬁicer explrmg June 2010

© The foll_owmg table -summarizes$ information about stock options outstanding at- December 31,. 2001
(shares in thousands):

Options outstanding Options exercisable

Weighted Weighted Weighted

average average average

Range of Number remaining exercise Number =~ exercise
exercise prices outstanding  life (in years) price exercisable price

$ 151 —1657. . 26,556 7.7 $ 6.97 »4',884 $ 8.79

1763 —26.19. ... o 5,616 6.2 23.44 3,333 24.04

2719 — 3041 .. ... . 1,980 11.6 30.12 - 805 29.72

3081 —4544 . ... 5,300 5.1 35.09 4,221 35.08

46.71 — 5128 . o 840 6.3 50.64 348 50.56

40,292 13,591

We apply Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” .
and related interpretations in accounting for our stock option plans. Since the amount an employee must pay
to acquire the stock is equal to the market price of the stock on the grant date, no compensation cost has been
recognized for our stock option plans. Had compensation cost been determined based on the fair value at the
grant dates for awards granted after January 1, 1995, consistent with the method of Statement of Financial
Accounting Standards No. 123, “Accounting for Stock-Based Compensation”, the Company’s pro forma net
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income (loss) and pro forma earnings (loss) per share for the years ended December 31, 2001, 2000 and 1999
would have been as follows: o . : » : '

2001 2000 1999
As reported  Pro forma  As reported Pro forma  As reported Pro forma

(Dollars in millions, except per share amounts)

Net income (105S) . +«..ven.... $(405.9) $(434.1) $(1,191.2) $(1,218.3) $5950  $559.9

Basic earnings (loss) per share . ... (1.24) (1.32) (3.69) (3.77)  1.83 1.73..
Diluted earmngs (loss) per share ... (1 24) (1 32) (3.69) (3 77) 1.79 1.69

We estimated the fair value of each option grant used to determine the pro forma amounts summarized
above using the Black-Scholes .option valuation model with the following weighted average assumptions for
2001, 2000-and 1999: :

2001 Grants 2000 Grants 1999 Grants:

Weighted average risk-free interest TALES ... 4.8% 6.3% 5.6%

Weighted average dividend yields ................. e 0.0% 2.4% 2.2%
Volatility factors ............. R J : 40% .. 40% - 35%
Weighted average expected hfe e, P 6.4 years 6.1 years 4 years
Weighted average fair value pershare ............................ $ 304 $§ 284 § 734

‘At December 31, 2001, a total of 118 ‘million shares of common stock were reserved for issaance under
stock options, stock bonus and deferred compénsation plans, Series F Preferred Stock, warrants to buy 700,000
shares of Conseco common stock for $19.71 per share at anytime through September 29, 2006-and warrants to
buy 5,250,000 shares of Conseco common stock for $5.75 at any time through June 2005. A

At December 31, 2001, a total of 3.8 million shares of restricted common shares 1ssued pursuant to
employment agreements were outstanding. The restrictions on such shares will expire at various times through
March 2006. ' ‘

138




CONSECO, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

A reconciliation of net income (loss) and shares used to calculate basic and dxluted earnings per share is
as follows: : ,
2000 20000 ¢ 1999

(Dollars in millions
and shares in thousands)

Net income (loss):

Net income (loss) .............. e i i $(405.9) $(1,191.2) $ 595.0
- Preferred stock dividends ................. ... ... .o oL, e 12.8 - 110 1.8
Income (loss) applicable to common ownershlp for basic earnings , .
pershare..... ... (418.7)  (1,202.2) 593.5
Effect of dilutive securities: ' v ' S : ‘ ,
" Preferred stock dividends ......... .. ... i — — 1.5
Income (loss) applicable to common ownership and assumed ‘ o
conversions for diluted earnings pershare .................... $(418.7) $(1,202.2) $ 595.0
Shares: ’ '
Weighted average shares outstanding for basic eammgs per share .... 338,145 325953 . 324,635
Effect of dilutive securities on weighted average shares: , . o
. Stock options ....... R TR e e — - 2,2431 :
Employee benefit plans . ........... pereens N — L= 2,064
PRIDES ........................ P EEETER e — - 1,643
Convertible securities ..................... e L — » — 1,959
Forward purchase agreement ................ e — — 361
Dilutive potential common shares . . . .. TR — — 8,258

Weighted average shares outstanding for diluted earnings per
share ...... e e 338,145 © 325953 332,893

‘ There were no dilutive common stock equwalents durmg 2001 and 2000 because of the net loss reahzed'
by the Company. -

11. OTHER OPERATING STATEMENT DATA:

Insurance policy income consisted of the following:
2000 2000 1999
. i (Dqllars in millions) .
Traditional products: . 3 ,
Direct premiums collected ............ ... i i i $5,885.1 $6,307.3 $6,377.5

Reinsurance assumed ............ ..t e 147.0 3054 547.8
"Reinsurance ceded. . ... ..o e (253.7) (248.3) (418.6)
Premiums collected, net of reinsurance........................ 5,7784  6,364.4  6,506.7
Change in unearned premilms .. .......oouiiiineeinneernneenn.. ' 1.9 1.1 (3.9)

Less premiums on universal life and products without mortality and . :
morbldlty risk which are recorded as additions to insurance liabilities .. (2,267.2) (2,731.1) (3,023.3)
" Premiums on traditional products with mortality or morbidity risk, ' o
recorded as insurance policy income .............. e 3,513.1 3,634.4 3,479.5
Fees and surrender charges on interest-sensitive products e 552.6 5859  561.0

Insurance policy income ........... e $4,065.7. $4,220.3 $4,040.5




CONSECO, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

- The five states with the largest shares of 2001 collected. préemiums were California (9.0 percent), Florida
(8.3 percent), Illinois (7.8 percent), Texas (7.3 percent), and Michigan (5.1 percent). No other state
accounted for more than 5 percent of total collected premiums.

Oth(;r__gpefatiﬁg costs, and expenses were as follows:

. . : . C . . L (Dollars in millions)
Commission expense . ........... e e oo $ 02210 % 2736 2492
Salaries and wages. ............... e e I S R 564.1 680.3 542.0
Other................... e e e 6039 . 6923 - 5620

Total other operating costs and expenses ...................... $1,389.0 $1,646.2 $1,353.2
Cﬁanges in the cost of policies purchased were as follows: - :
) ) ' (Dollars in millions) ‘
Balance, beginning of year .............0.... IR LI 81,9548 $2,258.57 $2,425.2
Additional acquisition expense on acquired pohcles B 125 14.6 - 179
CAMOTtZAtion ... (249.9)  (275.4) (437.2)
‘Amounts related to fair value adjustment of actively managed fixed _ ' o
_ ‘maturities .. ... ..., ... e (55.0)  (78.9) 203.3"
Balance sheet reclassification ad]ustments ......................... - 493 —
Other..........c........ e e e (4 6)' (13 ‘3) 493
Balance, end of year . .... e e e <81, 657 8 $1 954.8 .$’2,258.5

Based on current conditions and assumptions as to future events on all poelicies lnforce, the Company
expects to amortize approx;mately 13 percent of the December 31, 2001, balance of cost of policies purchased
in'2002, 11 percent in 2003, 8 percent in 2004, 10 percent in-2005 and 7-percent in-2006. The discount rates
used to determine the amortization of the cost of policies purchased averaged 6 percent in 2001 and. averaged
7 percent in 2000 and 1999.

Changes in the cost of policies produced were as follows:

o {Dollars in millions)

Balance, beginning ofyear ........ ... $2,480.5 $2,087.4 $1,453.9
Additions . ... 654.5 7797 . 799.0
AMOTHZAON ... v et e e (420.5)  (286.8) (242.1)

Amounts related to fair value adjustment of actively managed fixed .
SMAUTILIES . e e e e (30.7) 14 ... 774
Balance sheet reclassification adJustments ................ S o — (87.9) . —
Reinsurance and other .......................... R R (113.6) _ (19.3) (.8)

Balance, end of Year .. .................c...... i e $2,5702  $2,480.5 - $2,087.4

The Company has previously announced its intent to. sell and/or cancel its major medical lines of
business. In 2001, the Company began a process of not renewing portions of this business in several
unprofitable states in accordance with the contractual terms of the policies. As a result, we determined that
approximately $77.4 million of the cost of policies produced and the cost of pohcles purchased would not be
recoverable. Such amount is recorded as amortization in the accompanying statement of operations.
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The cost of policies produced and the cost of policies purchased are amortized in relation to the estimated
gross profits to be earned over the life of our annuity products. As a result of economic developments, actual
experience of our products and changes in our expectations, we changed our investment yield assumptions
used in calculating the estimated gross profits to be earned on our annuity products. Such changes resulted in
additional amortlzatlon of the cost of policies produced and the cost of pohcles purchased of $35.0 million and
$25.6 million in'2001 and 2000, respectively.

12. CONSOLIDATED STATEMENT OF CASH FLOWS:
The following disclosures supplement our consolidated vstavtement of cash flows: ‘
(Dollars in millions)

Non-cash items not reflected in the investing and financing aCtIVIHCS secnon of
the consolidated statement of cash flows:

Issuance of common stock under stock option and employee benefit plans . . $19.7 $58 §$ 282
_Issuance of convertible preferred shares ...............c.coviilon... S 128 8.4 —
Value of FELINE PRIDES retired and transferred from minority mterest -
to common stock and additional paid-in capital .................0... .. 4966 1 — —
Issuance of common stock in connection with the acquisition of Exl ...... . "52.1 = — —

Decrease in notes payable-direct corporate obligations and increase in “other’ ,
liabilities reflecting the estimated fair value of interest rate swap

AGIECIMEIIES . . . . oo\ ottt et et et e e et el 135 — —
Issuance of warrants to Lehman........................ e oo — 48l —
Issuance of warrants to General Electric Company . .. R, U R 21.0 —
Tax benefit related to the issuance of common stock under employee T

benefit PIans . ... ... it U 25.0

Conversion of preferred stock and convertible debentures into common
stock :




CONSECO; INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

The following reconc1les net income (loss) to net cash provided by operating actlvmes e

2001 000 1999

(Dollars in mllhons)

Cash flows from operatmg activities: o , ; ‘ :
Net income (108S) . ..ottt i i ooy $(405.9) $(1,19I.2) $ 595.0
Adjustments to reconcile net income (loss) to net cash provided by A

operating activities: R ‘ ‘ i ) .
Interest-only securities investment income .................... (51.5) (106.6)  (185.1)

Cash received from-interest-only securities, net....:........ ..o 143 187.6- 4426
... Servicing inCome . ........coovieiiiienaaen. e (115.3) (108.2)  (165.3)
Cash received from servicing activities ....................... 71.7 123.8 175.7
Provision for losses ........ P e 733.2 585.7 _147.6
Gain on sale of finance receivables . . ... .. P (26 9 C(7.5)  (550.6)
Points and origination fees received ........... e - R 390.0
Amortization and depreciation ... .......................... . 848.0 17459 844.3
INCOME 1AXES . ..t v vt sttt et (140.7)  (5331.1) ° 1913
Insurance Habilities . ... ..............cooivierieion, ceeee.. 33447 5397 5163
Accrual and amortization of investment income .............. . 80.5 16857 (578.2)
Deferral of cost of policies produced and purchased e L. ‘ (667.0)  (794.3)  (816.9)
Gain on sale of interest in riverboat ................... S (192.4) N —
Impairment charges............... P e ' 3869 5157 5543
Special charges ........ .. 7240 4831 (7.6)
Cumulative effect of change in accountmg. e e = 852 ~ —
Minority interest ............ e P - 1839 2235 2042
Net investment losses ................. P S 4137 3583 1562
Extraordinary (gain) loss on extmgulshment ofdebt ........... (26.9) 2 A—
Other. ... o (187 (80.5)  (40.1)
Payment of taxes in settlement of prior years ................. — — (85.1)

Net cash provided by operating activities ................... $1,3247 $ 1,205.3 §$1,788.6

13. STATUTORY INFORMATION:

Statutory accounting practices prescribed or permitted by regulatory authorities for the Company’s
insurance subsidiaries differ from GAAP. Our insurance subsidiaries reported the following amounts to
regulatory agencies, after appropriate elimination of intercompany accounts:

000 2000

(Dollars in millions)
Statutory capital and surplus....... ... ... .. ... . oL R $1,678.8 $1,881.8
AsSet valuation TESEIVE . .. .ottt 105.1 266.8
Interest MainteNance TESEIVE . . . o\ vttt e et et e et et e 379.3 381.0
Total. o e $2,163.2 $2,529.6
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The statutory capital and surplus shown above inciuded investments in up-stream affiliates, all of which
were eliminated in the consolidated financial statements prepared in accordance with GAAP, as follows:

2001 2000
(Dollars in millions)

Securitization debt issued by special purpose entities and guaranteed by our finance
subsidiary, all of which was purchased by our insurance subsidiaries pnor to the

acquisition of Conseco Finance (@) ............ ... ... il e 8 71T $ 72.1
Preferred and common stock of intermediate holding company . ................. 145.9 192.7
Common stock of Conseco (39.8 million shares) ................. ... ... ... .. 14.9 44.1
O heT . 2.5 2.5

TO Al .« oot et $235.0 $311.4

(a) Total par value, amortized cost and fair value of securities issued by special purpose entities which hold
loans originated by our finance subsidiary (including the securities that are not guaranteed by Conseco
Finance, and therefore are not considered affiliated investments) were $281.9 million, $277.6 million and
$243.4 million, respectively.

The statutory net income (loss) of our life insurance subsidiaries was $(109.6) million, $(70.8) million
and $181.1 million in 2001, 2000 and 1999, respectively. Included in such net income (loss) are net realized
capital gains (losses), net of income taxes, of $(188.0) million, $(200.8) million and $1.2 million in 2001,
2000 and 1999, respectively. In addition, the insurance subsidiaries pay fees and interest to Conseco or its non-
life subsidiaries; such amounts totaled $279.2 million, $264.4 million and $274.3 million in 2001, 2000 and
1999, respectively.

State insurance laws generally restrict the ability of insurance companies to pay dividends or make other
distributions. In 2002, our insurance subsidiaries may pay dividends to Conseco of $230.8 million without
permission from state regulatory authorities. During 2001, our insurance subsidiaries paid dividends to
Conseco totaling $192.3 million.

The National Association of Insurance Commissioners adopted codified statutory accounting principles
in a process referred to as codification. Such principles are summarized in the Accounting Practices and
Procedures Manual. The revised manual was effective January 1, 2001. The domiciliary states of our insurance
subsidiaries have adopted the provisions of the revised manual or, with respect to some states, adopted the
manual with certain modifications. The revised manual has changed, to some extent, prescribed statutory
accounting practices and resulted in changes to the accounting practices that our insurance subsidiaries use to
prepare their statutory-basis financial statements. The impact of these changes increased our insurance
subsidiaries’ statutory-based capital and surplus as of January 1, 2001, by approximately $198 million.

14. BUSINESS SEGMENTS:

We manage our business operations through two segments, based on the products offered in addition to
the corporate segment.

Insurance and fee-based segment. Our insurance and fee-based segment provides supplemental health,
annuity and life insurance products to a broad spectrum of customers through multiple distribution channels,
each focused on a specific market segment. These products are primarily marketed through career agents,
professional independent producers and direct marketing. Fee-based activities include services performed for
other companies, including: (i) investment management; and (ii) insurance product marketing,

Finance segment. Our finance segment provides a variety of finance products including: loans for the
purchase of manufactured housing, home improvements and various consumer products, home equity loans,
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private label credit .card programs, and floorplan financing. These products are pnmanly marketed through
intermediary channels such as dealers, vendors, contractors and retailers.’ »

Corporate and other segment. Our corporate segment includes certain investment activities, such as our
venture capital investment in the wireless communication company, TeleCorp, and, prior to its sale, our
ownership interest in the riverboat casino in Lawrenceberg, Indiana. In addition, the corporate segment
includes interest expense related to the Company’s corporate debt, special corporate charges, income: (loss)
from the discontinued major medical business and other income and expenses. Corporate expenses are net of
charges to our subsidiaries for services provided by the corporate operations.
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Segment operating information was as follows:

2001 2000 1999
{Dollars in millions)

Revenues: ‘
Insurance and fee-based segment:
Insurance policy income:

Annuities .. ........... e e $ 1236 § 1375 $ 1025
Supplemental health ........................... e 02,2299 .-2,1366  2,058.1
Life ............... B e e 833.3 892.8 881.7
-Other ............. PR S oo 1267 148.1 1320
. Net investment income (a) ................ e e ... 15023 - 20177 - 2,178.3
Fee and otherrevenue (a) ...... ... .0 i 101.1 129.0 111.7
Net investment losses (a) . ... e e (413.7) - (358.3) (156.2)
Total insurance and fee-based segment revenues ...........c.ccvveveeo . n.. 4,503.2 .- 5,103.4 5,308.1
Finance segment: - . T A ‘ R
Net investment income: o LT . , ‘ :
.. Interest-only securities (a8) .............. P 515 106.6 185.1
- . Manufactured housing.......... N -~ . 866.8 538.6 101.1
~ Mortgage services........ PP 802.3 672.1 . 1587
Consumer/credit card .......... S 4579 3652 199.6
- Commercial........... S e P e SR 1208 - 2614 ' 1123

Other () .................... e e e e e ) <124 - 96.5 75.4
Gain on sale: . .
Securitization transactions:

Manufactured housing . .. ... R .. ................ e B o — 307.8
Mortgage services. ................... LT T — . 1962
Consumer/credit card .................. L e R e - - . = 13.6
Commercial. .. .....o.ovnivninn.., [T B B e — 27.2
Other................ Ceeeen D L P, P, e — 5.8
~ Whole-loan sales ........ [ E . 26.9 7.5 —
Fee revenue and other income ....... ... . oo 345.0 369.0 372.7
Total finance segment revenues ................ e T U 2:683.6. 2,416.9 - 1,755.5
Corporate and other:
Net Investment iNCOME . .. ...ttt et i e e 209 - 518 32.3
Venture capital income (loss) related to investment in TeleCorp.............. (42.9)  (199.5) 354.8
Gain on sale of interest in riverboat. ...... ... ... 1924 - - =
Revenue from discontinued major medical lines .............. e 777.6 946.3 900.4
Other income .................... s e e e 9 67 - 6.1
“Total cérporate segment revenues ... ... ... ... e L 1948.9 805.3 1,293.6
Eliminations ....................... SN T, P (27.6) (29.2) (2L.5)
Total reVENUES ...\ttt e 8,108.1 8,296.4 8,335.7
Expenses: i ‘ |
Insurance and fee-based segment: : o : :
Insurance policy benefits ................... .o e 2,863.7 3,313.5  "3,156.5
Amortization .~ ............ e S PP .-~ 6987 - 6739 607.9
[nterest expense on investment borrowings . ................. P 338 | 18.6 . 57.9
Other operating costs and EXPENSES .. ...\t vuuiiut i 584.0 689.9 567.2
Special charges............ P L R R oo, 215 . — —
Total insurance and fee-based segment expenses .. ...............cun... 4,201.7 4,695.9 4,389.5

(continued on following page)
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(continued from previous page)
2001 2000 1999
(Dollars in millions)

Finance segment: v ‘
Provision for loSSEs .. ...ttt e © 5636 3542 1287

Interest EXPense . . . ..ottt e 1,234.4° - 1,152.4 " 341.3
Special charges .......... ... 215 3943 —
Impairment charges................. e 386.9 5157 5543
Other operating costs and eXpenses............................ 642.4 753.5 697.2
Total finance segment expenses ......... I o - 2,848.8 3,170.1.  1,721.5
Corporate and other: - ‘ : ‘ ’
Interest expense on corporate debt ... .. [P 362.3 13107 1828
Provision for losses .......... ... oo 169.6 2315 .. 189
Expenses from discontinued major medical lines................... 908.0 997.6 . 862.1
Special charges and other corporate expenses, less charges to , . ,
subsidiaries for services provided . .......... ... ..o oLl 64.7 281.6 31.5.
Total corporate segment €Xpenses ... ......oouuveeninirnn. L. 1,504.6 1,821.4 1,095.3
Eliminations ............................... DU P (27.6) (29.2)  (2L.5)
Total expenses . ........ e o..... 85275 96582 17,1848
Income (loss) before income taxes, minority interest and extraordinary B
gain (loss): - - ‘ : X
Insurance and fee-based operations ... .......................... 301.5 407.5-  918.6
~ Finance operations..................c.oo e (165.2) ~ - (753.2)° 340
Corporate interest and other expenses.............. e (555.7) (1,()16.1_) 198.3

Income (loss) before income taxes, minority interest,
extraordinary gain (loss) and cumulative effect of accounting . o
change............... M $(419.4) $(1,361.8) $1,150.9

- Segment balance sheet information was as follows:

B (Dollérs in millions)
Assets: . , o S
Insurance and fee-based ............ ... ... i ... $ 387682 $ 37,2747
Finance ............ P T S 22,2280 . .20,838.0
- Corporate. . ... P S 11,740.0, . . 12,641.5
Eliminate INtErcOmpany amounts .. .......uurieeneee e rnnnnn. e (11,343.9) (12,165.0)
’ Total assets ................ B P $ 61,3923 $ 58,589.2
Liabilities: B : : s '
Insurance and fee-based . ....... .. ... . . $ 30,128.5 §$ 28,439.6
FInance . ...... .. e PP 20,278.5. 18,748.8
Corporate. .......... e e e 5,072.5 -5,863.2
Eliminate .intercompany amounts .......... e e e (754.7) (1,240.7)
Total liabilities .......... e P o $ 54,7248 $ 51;810.9

(a) It is not practicable to provide additional components of revenue by product or services.
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15. QUARTERLY FINANCIAL DATA (UNAUDITED):

We compute earnings per common share for each quarter independently of earnings per share for the
year. The sum of the quarterly earnings per share may not equal the earnings per share for the year because of:
(i) transactions affecting the weighted average number of shares outstanding in each quarter; and (ii) the
uneven distribution of earnings during the year.

I1st Qtr. (a)  2nd Qtr. (a) 3rd Qtr. (a)  dth Qtr. (a)
(Dollars in millions, except per share data)

2001
Revenues .......... R P P $2,136.6 $2,143.4 $1,786.2  $2,041.9°
Income (loss) before income taxes, minority interest C ‘ ) R
and extraordinary gain (loss) on extinguishment of

. debt...... N 174.3 394 (565.6) (67.5)
Net income (10s8)................... i 84.1 (25.7) (407.5) (56.8)
Net income (loss) per common share: C

Basic: :
Income (loss) before extraordinary gain ‘ , o
(loss) on extinguishment of debt . .......... § 24 $ (08 $ (121) $ (23)
Extraordinary gain (loss) .................... — (or) — . .06
Net income (loss) . ......... e $ .24 $§ 0% $ .21y §$§ (17
~ Diluted: : o
. Income (loss) before extraordinary gain B ‘
(loss) on extinguishment of debt .......... - $ 23 %8 (08) § (L21) - $ (23)
Extraordinary gain (Ioss) .................... = (.01) - 06
Net income (1088) ... ...ovnnvinieinn... $ 23 $ (09 $ (121) $ (17

1st Qt}. () 2nd Qtf. (b)  3rd Qtr. (b) 4th Qtr. (b)
(Dollars in millions, excépt per share data)-

2000
Revenues ................. S $2,205.9 . $1,965.2 $1,955.3 $2,170.0
Income (loss) before income taxes, minority interest,
extraordinary charge and cumulative effect of

accounting change. . ... e T 191.8 (4717.2) {571.6) (504.8)
Net income (loss)..... e P, e : 71.4 (404.7) (487.3) (376.6)
Net income (loss) per common share: : :

“Basic: , .
Income (loss) before extraordinary charge and s
cumulative effect of accounting change ... ... s 22 $ (1.25) % (1.32) $ (l1.16)
Extraordinary charge................. PP — — (.01) =
Cumulative effect of accounting change........ = — {.17) —
Net income (10sS)..........cooovnn.. oo 80 220 % (125) S . (1.50) % (1.16)

{continued on following page)
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Ist Qtr. (b) 2nd Qtr. (b), 3rd Qtr. (b) 4th Qtr. (b)
(Dollars in millions, except per share data)

Diluted:
~ Income (loss) before extraordmary charge and - o
cumulative effect of accounting change ... ... $ 22§ (125) $ (1.32) $ (1.16)
Extraordinary charge........................ — — (o1y =
- Cumulative effect of . accounting‘change ........ — — (.17) —
Net income (1088) ... .o ovvereenrennn.. $ 22§ (1.25) $ (1.50) § (1.16)

(a) Included in fh_e first, second, third.and fourth q“u‘arter,s of 2001 are the following items:

2001
1st Qtr. - 2nd Qtr, 3rd Qtr. 4th-Qtr.
(Dollars in millions) -~ =~~~

Impairment charges:

Before taX . ..ottt $ 79 $§ 338 $ 3452 ¢ —
Aftertax ............... e [ ' 5.0 209 2244  —
Special charges: o S g S
“Before tax . ...... e B 39.6 91.2 s2.1 - 314
AT 1aX . L e .. 10.0 59.2 339 .- 20.4
Prov1510n for losses related to loan guarantees: .
Before tax.........oooiiiiiiiiiiii — — 596 . 1100
AT TAX L. et e — - 387 715
Venture capltal (1ncome) loss net of amortlzatlon and’ ‘ )
‘expenses: - ‘ : '
" Before tax.......... i [ (26.9) 32.0 (69.6) _41.1
Aftertax ............ e RRERRERD e (17.5) 20.8 (45.2) 26.7

(b) Included in the ﬁrst second, third and fourth quarters of 2000 are the following items:

2000
Ist Qtr. 2nd Qtr. 3rd Qtr. 4th Qtr.
_ (Dollars in millions)

Impairment charges:

~ Before tax..... e PR e § 25 $ 9.6 $205.0 = .$298.6
Aftertax..............., e e 1.6 6.0 129.2..  188.1
Special charges: o ' L
BEfOTE TAX . . .. .o oottt et , — 3272 2533 1188
N T T IR ' — 2540 . 1787 856
Provision for losses related to loan guarantees: ' .
Before 1aX . ... ..ooiii e L. 234 686 195 120.0
After tax . ... T e e 14.7 44.6 127~ 780
Vénture capital (income) loss, net of amortization and : .
expenses: , i
Before tax . .. ...oovveneeennn... e, S (76.1) 75.5 165.5 (12.0)
Aftertax ... ..o i (47.9) 47.5 107.6 (7.8)
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16. SUBSEQUENT EVENTS:
- Pubhc Debt Exchange Oﬂer

On March 18 2002 Conseco offered to exchange up to $2.54 b1llron aggregate pnncrpal amount of newly
issued notes for our outstanding senior unsecured notes held by “qualified institutional buyers,” institutional
“accredited investors”, or non-U.S. persons in transactions outside the United States. The bonds to be

exchanged will have .identical principal amounts, but the new bonds would have extended maturities. in
exchange fer an enhanced ranking in the Company s capital structure. ;

‘ Specrﬁcally, we are oﬂ'enng the following exchange: -

$1, 000 pnncrpal amount of new 8.5% Guaranteed Senior Notes due October 2003 for each $1,000
prrncrpal amount of 8.5% Senior Notes due October 2002

: .‘$1 000 prmc1pal amount of new 6.4% Guaranteed Senior Notes due February 2004 for each $1,000
- . principal amount of 6. 4% Senior Notes due February 2003;

$1,000 principal amount of new 8.75% Guaranteed Senior Notes due August 2006 for each $l 000
principal amount of 8.75% Senior Notes due February 2004;

$1,000 principal amount of new. 6.8% Guaranteed Senior Notes due June 2007 for each $1,000
principal amount of 6.8% Senior Notes due June 2005;

$1,000 principal amount of new 9% Guaranteed Senior Notes due April 2008 for each $1,000
principal amount of 9% Senior Notes due October 2006; and

- $1,000.principal.amount of new 10.75% Guaranteed Senior Notes due June 2009 for each $1,000
‘pnncrpal amount of 10. 75% Senior Notes due June 2008. . .

The purpose of the exchange offer is to extend the maturity profilé of the existing notes in order to
improve our financial flexibility and to enhance our future ability to refinance public debt.

The new notes will be guaranteed on a senior subordinated basis by CIHC,: Incorporated, the holding
company of our principal operating subsidiaries, including the subsidiaries that engage in our insurance and
finance businesses. As a result, the new notes will be structurally senior to the existing notes:

- The existing notes consist of $2,540.3 million- aggregate principal amount of senior unsecured notes with
outstanding balances as follows (dollars in millions): - .~ -

8.5% Senior Notes due 2002........ e e $302.3
6.4% Senior Notes due 2003............ S A $250.0
8.75% Senior Notes due 2004, . ... ... ... ... O .... $788.0
6.8% Senior Notes due 2005.................. e P $250.0
9% Senior Notes due 2006 ................ e PR .+ $550.0
10.75% Senior Notes due 2008 . .. ... ... e $400.0

The new notes will not, upon issuance, be registered under the Securities Act of 1933, as amended, and
may not be offered or sold in the United States absent:registration or an exemption from registration.
However, we will enter into a registration rights agreement for the benefit of each exchange participant in
which we will agree to ﬁle an .exchange offer registration statement with the SEC with respect to the new
notes.

Modzﬁcattons to Borrowing Agreements—Fmance Operatzons o _ o S

" In the first quarter of 2002, we entered into various transactions wrth Lehman and its aﬁlhates pursuant-to
which Lehman extended..the: terms’ of Conseco Finance’s: (a) warchouse line from September 2002 to
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September 2003; (b) borrowings with respect to approximately $90 million of miscellaneous assets (“Miscel-
lan€ous Borrowings”) from January 31, 2002 to June 2003; and (c) residual line from February 2003 to
February 2004 under which financing is being provided on our interest-only securities, servicing rights and
retained interests in other subordinated securities issued by the securitization trusts. We agreed to an
amortization schedule by which the outstanding balance under the Miscellaneous Borrowings is required to be
repaid by June 2003. We also entered into a revised agfeement governing the movement of cash from Conseco
Finance to the parent company. Conseco Finance and Lehman have agreed to.amend the agreement such that
Conseco Finance must maintain liquidity (cash and available borrowings, as defined) of at least: (i) -$50
million until March 31, 2003; and (ii) $100 million from and after April 1, 2003. However, Conseco Finance
no longer must meet a minimum liquidity requrrement of $250 million before makmg rnterest principal,
dividend-or redemption payments to the parent company ) :

Pursuant to the new arrangements, Lehman may exchange therr exrstmg Warrant to purchase 5 percent
of the common stock of Conseco Finance until May 2003 ‘and receive in its place 500,000 shares- of Series G
Convertible Redeemable Preferred Stock of Conseco (the “Series G Preferred Stock™) at'a $100 stated value
per share, having the followmg general terms; . : , . , .

(a) No dividend;

(b) Convertible' to Conseco common stock at $1Q'per'sharje;

(c) Votmg nghts on an as converted ba51s )

(d) Mandatorily redeemable by Conseco in January 2012 at the stated value;

(€) Pari passu with the Series F Preferred Stock if, and only if, a"majority of the holders of
Conseco’s Series E Preferred Stock and Series F Preferred Stock consent; and otherwise pari passu with
the Series E Preferred Stock and junior to the Series F Preferred:Stock; and

(f) The right to cause Conseco to register the Series G Preferred Stock"’within'one'year after
. _electing to surrender. the Warrant in exchange for the Series G Preferred Stock: - -

T endér Offers to Purchase Outstanding Debt . --

In March 2002, Conseco Finance completed a.tender offer pursuant to which it purchased $75.8 million
par value of its senior subordinated notes due June 2002. The purchase price was equal to. 100 percent of the
principal amount of the notes plus accrued interest. The remaining principal amount outstanding of the senior
subordinated notes after giving effect to the tender offer and other debt repurchases completed prior to the
‘tender offer is-$34.7 million. Also, during the first quarter of 2002, Conseco Finance announced it was
’ tendenng for all its remaining public debt — $167 million due in September 2002 and $4 ‘million due in
April 2003. (Such amounts reflect all 2002 debt repurchases completed prior to announcing the tender offer):
Such-offer expires on April 12, 2002. The tender offer price is equal to 100 percent of the pnn01pal amount of
the notes plus accrued interest.

e Market for Repossessed Manufacruretl Homes

'On January 2, 2002, GreenPoint Financial Corp. (“GreenPomt”) a competitor of Conseco Flnance
announced its intention to cease the origination of loans secured by manufactured homes. In conjunction with
this announcement, GreenPoint indicated its objective to quickly liquidate its repossessed inventory at below
market prices in the wholesale market. This announcement, may have a significant impact on the wholesale
market for manufactured homes through which the company generally sells 30 percent of its manufactured
housing repossessed inventory. We believe that our net recovery is maximized through.-a retail (resale either
through Company owned sales lots or our dealer network) exit-strategy. We generally liquidate approximately
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70 percent of our repossessed units through the retail channel, thus we are much less reliant on the wholesale
channel. .

Modifications to Bank Credit Facility

In the first quarter of 2002, we amended the credit agreements related to our $1.5 billion bank credit
facility including the changes described below: '

(i) Financial covenants in the credit agreements require us to maintain various financial ratios and
Jbalances. These requirements were relaxed in the amended agreement. In addition, such agreements were
amended so that any charges taken to write off goodwill to the extent required by SFAS 142 will be
excluded from the various financial ratios and covenants that we are required to meet or maintain. See
note 7 to the consolidated financial statements for further information on such ratios and covenants.

(ii) The manner in which the proceeds from certain asset sales and refinancing transactions will be
used was changed to allow us to make payments on our 2002 obligations prior to making any principal
payments under the bank credit agreements. The first $352 million of such proceeds may be retained by
the Company and will be available to be used to meet our other debt obligations. The next $313 million
will be applied pro rata to the principal payments on the bank credit facility and to a segregated cash
account to be held as collateral for our guarantee of certain bank loans to current and former directors,
officers and key employees (the “D&O loans”). The next $250 million will be divided equally between
the Company and to pay pro rata the principal payments on the bank credit facility and the D&O loans.
Proceeds in excess of $915 million and all proceeds during the period December 31, 2003 through
March 31, 2004, will be divided as follows: (i) 25 percent to be retained by the Company; and
(ii) 75 percent to pay pro rata the principal payments on the bank credit facility and the D&O loans.

Reinsurance Agreements

In the first quarter of 2002, we completed a reinsurance agreement pursuant to, which we are. ceding
80-percent of the in force traditional life business of our subsidiary, Bankers Life & Casualty Company, to
Reassure America Life Insurance Company (rated A++ by A.M. Best). The tota] insurance liabilities ceded
pursuant to the contract are approximately $400 million. The reinsurance agreement and the related dividends
of $110.5 million have been approved by the -appropriate state insurance departments and will be paid to the
parent company. The ceding commission approximated the amount of the cost of policies purchased and cost
of policies produced related to the ceded business. : ' »

We have also entered into a reinsurance agreement pursuant to which we are ceding 100 percent of the
traditional life and interest-sensitive life insurance business of our subsidiary, Conseco Variable Insurance
Company, to Protective Life Insurance Company (rated A+ by A.M. Best). The total insurance liabilities
ceded pursuant to the contract are approximately $470 million. The agreement is subject to regulatory
approval. Upon. receipt of all regulatory approvals, our insurance subsidiary will receive a ceding commission
of $49.5 million. The ceding commission approximated the amount of the cost of policies purchased and the
cost of policies produced related to the ceded business.

ITEM 9. DISAGREEMENTS ON ACCOUNTING AND FINANCIAL DISCLOSURE.

None.

PART 111

The information required by Part 11 is hereby incorporated by reference from the Registrant’s definitive
proxy statement to be filed with the Commission pursuant to Regulation 14A within 120 days after
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December 31, 2001 except that the information required by Item 10 regarding Executive Officers is included

herein under a separate caption at the end of Part I.

PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K.

(a) 1. Financial Statements. See Index to Consolidated Fman01a1 Statements on page 77 for a 11st of
financial statements included in this Report

2. Financial Statement Schedules. The fol]owmg financial statement schedules are included as part of
this Report immediately following the signature page:

‘Schedule- IT — Condensed Financial Information of :‘Registra'nt (Parent Comipany)

Schedule .IV — Reinsnrance

. All other schedules are omitted, either because -th‘ey are not applicable, not required, or because the
information they contain is included elsewhere in the consolidated financial statements or notes.

3.- Exhibits.  See Exhibit Index immediately preceding the Exhibits filed with this report . -
(b)- Reports on Form 8-K

-A réport on Forin-8-K dated October 2, 2001, was filed with'the Commission to report under Item 5, a
memorandum issued by thé Registrant’s Chairman and Chief Executive Officer to the Cornpany s sharehold-
ers and other 1nterested partles summanzmg 1nformat10n about the Company

" A report on Forin 8-K dated October-30; 2001, was filed with the Commlss1on to report under Item 5, a

memorandum issued by the Registrant’s Chairman and Chief Executive Officer to'the Company s sharehold-
ers and other interested parties summarizing information about the Company
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SIGNATURES

Pursuant to the requirements of Section 13 of the Securitics Exchange Act of 1934, the Regisfrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, this 29th day
of March, 2002.

CONSECO, INC.

By: /s/ WILLIAM J. SHEA

William J. Shea, President, Chief
Operating Officer and Acting Chief
Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below
by the following persons on behalf of the Registrant and in the capacities and on the dates indicated:

Signature Title (Capaéity) : Date
/s/ Gary C. WENDT Chairman of the Board, Chief March 29, 2002
Gary C. Wendt Executive Officer and
Director (Principal Executive
Officer)
/s/  WILLIAM J. SHEA President, Chief Operating March 29, 2002
William J. Shea Officer and Acting Chief ‘

Financial Officer (Principal
Financial Officer)

/s/ JAMES S. ADAMS Senior Vice President, Chief March 29, 2002
James S. Adams Accounting Officer and
Treasurer (Principal
Accounting Officer)

/s/ LAwWRENCE M. Coss ~ Director March 29, 2002
Lawrence M. Coss

/s/ THoMAS M. HAGERTY Director March 29, 2002
Thomas M. Hagerty

/s/ M. PHIL HATHAWAY . Director March 29, 2002
M. Phil Hathaway

/s/  JoHN M. Mutz Director March 29, 2002
John M. Mutz
/s/ ROBERT S. NICKOLOFF Director March 29, 2002

Robert S. Nickoloff

/s/  DAviD V. HARKINS Director March 29, 2002
David V. Harkins

153




Signature

/s/ JULIO A. BAREA

s

Julio A. Barea

/s/ CAROL BELLAMY

Carol Bellamy

/s/ SAMME THOMPSON
' Samme Thompson

-Title (Capacity)

Director
Director

Director
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March 29, 2002

March 29, 2002

March 29, 2002




REPORT OF INDEPENDENT ACCOUNTANTS
ON FINANCIAL STATEMENT SCHEDULES

To the Shareholders and
Board of Directors
Conseco, Inc.

Our report on the consolidated financial statements of Conseco, Inc. and subsidiaries is included on
page 78 of this Form 10-K. In connection with our audits of such financial statements, we have also audited
the related financial statement schedules listed in the index on page 152 of this Form 10-K. In our opinion, the
financial statement schedules referred to above, present fairly, in all material respects, the information set
forth therein when read in conjunction with the related consolidated financial statements:

As discussed in note 1 to the consolidated financial statements, the Company adopted EITF Issue
No. 99-20, “Recognition of Interest Income and Impairment on Purchased and Rctained.Beneﬁcial Interests

AistatossLigprs 200

in Securitized Financial Assets” in 2000.

Indianapolis, Indiana
March 29, 2002




CONSECO, INC. AND SUBSIDIARIES
SCHEDULE II

Condensed Financial Information of Registrant (Parent Company)

Balance Sheet
as of December 31, 2001 and 2000
(Dollars in millions)

. : ASSETS
Cash and cash equivalents. .............................. e e
Cash held in segregated-accounts for the paymentof debt.....................
Other invested assets ....... ... .ot e
Investment in wholly owned subsidiaries (eliminated in consolidation) ..........
Notes receivable from Conseco Finance (eliminated in consolidation) ...........

Receivable from subsidiaries (eliminated in consolidation) .................... #

NCOMIE 1A ASSEES . v v vttt e e e e
Other assets............ P

Total 8SSets ..o ov e e

LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities:
Notes payable . .. ... o e
Notes payable to subsidiaries (eliminated in consolidation) ..................
Payable to subsidiaries (eliminated in consolidation) .......................
Other liabilities . .......... P

Total Habilities, . ...t i e e

Company-obligated mandatorily redeemable preferred securities of subsidiary
8 oL 53

Shareholders’ equity:
Preferred stock . ... oo i
Common stock and additional paid-in capltal (no par value, 1,000,000,000
" shares authorized, shares issued and outstanding: 2001 — 344,743,196;
2000 — 325,318,457 ) it e
Accumulated other comprehensive loss . ....... ... ... ... oo i oL
Retained earnmings . . .. ..ottt e

Total shareholders’ equity ... ...t
Total liabilities and shareholders’ equity ........... ... ... ... ... ...

The accompanying notes are an integral part
of the condensed financial information.
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2001 2000

$ 1522 % 2940

54.7 . 819
15.3 102.5
9,528.5 9,825.7
249.5 786.7
1,207.9 1,202.7
521.2 301.4
10.7 46.6

$11,740.0 $12,641.5

$ 4,087.6 $ 50550

353.5 3535
41.9 58.2
589.5 396.5

5,072.5 5,863.2

1,914.5 2,403.9

499.6 486.8

3,484.3 29118
(439.0)  (651.0)
1,208.1 16268

4,753.0 4,374.4
$11,740.0 $12,641.5




CONSECO, INC. AND SUBSIDIARIES

SCHEDULE 11
Condensed Financial Information of Reglstrant (Parent Company)
Statement of Operatlons
for the years ended December 31, 2001, 2000 and 1999
(Dollars in millions)

| w1 2000 1999
Revenues: T
Net Investment INCOME . . .. oottt ittt L% 299 § 713 $ 656
. .Dividends from ‘subsidiaries (eliminated in
consolidation) .. ... ...t e T216.3 ©178.0 © 2947
Fee and interest income from subsidiaries (ehmmated in .
cconsolidation) . .. .u L e SN 170.2 3473 2423
* Net investment 1osses .. ... ... i e < (5355) . (66.8) . (5.4)
.Gain on sale of interest in-riverboat ... ................ P 1924 . — —
_Other income........ e e R, _ 1.6 - 7.6 7.5
Total revenues ...~ . ... i e e 2556.9 543.4  604.7
Expenses: . : - ’ A
Interest expense on notes payable .. ... ............° e Louhe. 3695 0 4384 2491
Provision forfoss ...... P R 169.6 231.5 18.9
Intercompany expenses (eliminated- in consolidation) ....... e - 21.0- 28.0 394
Operating costs and eXpenses . .. ... .ottt : 538 - 370 33.2
" Special charges ...... e L 496 281.6 —
. Total expenses ..... e e P .. 6635 1,016.5  340.6
Income (loss) before income taxes, equity in undistributed earmngs of " :
subsidiaries, distributions on Company-obligated mandaterily
redeemable preferred securities of subsidiary trusts, exiraordinary . : :
gain (loss) and cumulative effect of accounting change........... (106.6) (473.1) 264.1

Income tax benefit. ...... ... ... ... i, e (115.6).  (185.7) (5.2)

Income (loss) beforc equ1ty in undistributed earnings of subsidiaries,
distributions on Company-obligated mandatorily redeemable
preferred securities of subsidiary trusts, extraordinary gain
(loss) and cumulative effect of accounting change ............... ‘ 9.0 (287.4) 2693
Equity in undistributed earnings (loss) of subsidiaries before extraordinary : R
‘gain (loss) and cumulative effect of accounting change (ehrrnnated in
consolidation) .. ........... . i T (312.6) T (698.2) 4585

~ Income (loss) before distributions on Company-obligated mandatorily
redeemable. preferred securities of subsidiary trusts, extraordinary

' gain (loss) and cumulative effect of accounting change.......... B (303.6) (985.6) 727.8
Distributions on Company-obligated mandatonly redeemable preferrcd I _
- securities of subsidiary trusts .......... . . . L i e 1195 " 1453 132.8
" Income (loss) before extraordinary gam (loss) and cumulatlvc effect _ .
, of accountlng change.............0 . .. . oo (423.1) (1,130.9)". 595.0
Extraordinary gain (loss) on extmgmshment of debt net of income taxes
Parent company .....,..... I, N S e oI (5.0) —
~Subsidiary ... .. e e R N — —
Cumulative effect of accountmg change of subs1d1arles net of income : L :
taxes ...l e — (55.3) —
Net income (1oss) ..... e R R e (405.9)  (1,191.2) 595.0
Preferred stock dividends ......... .. .. . . 12.8 11.0 1.5
Earnings (loss) applicable to common stock ........ ... ... ... ..., $(418.7) $(1,202.2) $593.5

The accompanying notes are an integral part
of the condensed financial information.
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CONSECQ, INC. AND SUBSIDIARIES
SCHEDULE 11

Condensed Financial Information of Registrant (Parént Company)
Statement of Cash Flows
for the years ended December 31, 2001 2000 and 1999
(Dollars in millions)

2001 2000 1999

Cash flows from operating activities: ) . : :
Netincome (10SS) ..ot (405.9) $(1,191.2).8 - 595.0
Adjustments to reconcile net income to net cash provrded by Lt

operating activities: - .
Equity in undistributed earnings of consolidated subsuhanes * 312.6. 698.2 .. (458.5)

Provision for loss on loan guarantees .............. ...l 169.6- - 231.5. - 189
Net investment 108S€5 .. .. ... i i 535 66.8 . = .54
TNCOME TAXES L+ v\t v et et e it et e e e e e e (80.1) (351 7y (8L.5)
Extraordinary charge on extinguishment of debt.......... fee (26.9) T —
Cumulative effect of change in accounting ................. — 852 . =
Distributions on Company-obligated mandatorily redeemable . . R
preferred securities of subsidiary trusts.................. . 1839 2235 ....204.2
Special charges .. ........ ... ... i e e _419 1121 L. —
Gain on sale of interest in riverboat ....................... CQ%24) = o —
Other . e 718 0 (19.9) . ..o (T)
Net cash provided (used) by operatmg activities .......... . 128.0 (137.8) .. 2828
Cash flows from investing activities: ' . L ; I o
Sales and maturities of investments ............. I 3759 - .228:2 - 1879
Investments and advances to consolidated subsidiaries * ... .. SR ‘o —= - (1,427:2)  (1,806.3)
Purchases of investments ................... e e N (50.1)  (220.0) . (203.3)
Payments from subsidiaries *...............c.cvrriirin.. el 5359 22180 v 621
Net cash provided (used) by mves‘ung dctlvmes. e 861.7 799.0 - -(1;759.6)
Cash flows from financing activities: I _ ]
Issuance of common and convertible preferred shares ....... e . 4.1 8. - 5884
Issuance of Company-obligated mandatorily redeemable preferred ‘ . . .
securities of subsidiary trusts .. ... ..o i = — . 5343
Repurchase of Company-obligated mandatorily redeemable preferred o -
© securities of subsidiary trusts ........... ... oL e o= (250 . . —
Issuance of notes payable and commercxal paper ........ deeeeea.... 4108 35372 4,0902
Payments on notes payable ...........0................ e (1,349.4) 1 (3,114.6)  (3,279. 0)
Payments on notes payable to affiliates * .. . .. P e — @D -
Payments to repurchase equity securities of Conseco, Inc. .......... L= (102.6) . ) (29 5)
Dividends to subsidiaries * ... ... ... ... 0. . (43.0) '(52.8). (66.0) -
Dividends and distributions on Company- obllgated mandatorlly o
redeemable preferred securities of subsidiary trusts .............. . (181.2) (302 1) .(3794)
Net cash provided (used) by financing activities .......... (1,158.7) . (287 2)  1,4590
Net increase (decrease) in cash and cash equlvalents ceeee. o (169.0) - 3740 - (17.8)
Cash and cash equivalents, beginning of year ............... ..., 03759 0 1.9 - 197
Cash and cash equivalents, end of year ................... N $ 2069 § 3759 $ 1.9

* Eliminated in consolidation

The accompanying notes are an integral part
of the condensed financial information.
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CONSECO, INC. AND SUBSIDIARIES
SCHEDULE I

Notes to Condensed Financial Information

1. Basis of Presentation

The condensed financial information should be read in conjunction with the consolidated financial
statements of Conseco, Inc. (“Conseco”). The condensed financial information includes the accounts and
activity: of the parent company and its wholly owned non-insurance subsidiaries which act as the holding
companies for the Company’s life insurance subsidiaries.

2. Condensed Consolidating Financial Information

The obligations under our current bank credit facilities, which had a principal balance of $1,493.3 million
" at December 31, 2001, are guaranteed by CIHC, Incorporated, (“CIHC”) a wholly owned subsidiary of
Conseco, and the ultimate holding company for Conseco’s principal operating subsidiaries. In addition, CTHC
has guaranteed up to $250 million of debt of Conseco Finance Corp. (“Conseco Finance”), and up to
$545.4 million of bank loans to certain of our current and former directors, officers and key employees Wthh
were used to purchase shares of our common stock.

As described in note 16 to the consolidated financial statements of Conseco, Conseco has offered to
exchange up to $2.54 billion aggregate principal amount of newly issued notes for outstanding senior
unsecured notes held by “qualified institutional buyers,” institutional “accredited investors,” -or non
U.S. persons in transactions outside the United States. The notes to be exchanged would have identical
principal amounts, but the notes would have extended maturities and would be guaranteed on a senior
subordinated basis by CIHC. Such guarantee would be subordinated to the guarantees of CIHC summarized
in the preceding paragraph. The guarantee would be on parity with CIHC’s senior subordinated debt including
a $177.4 million note to CFIHC, Inc. and a $353.5 million note to Conseco Finance. Both CFIHC, Inc. and
Conseco Finance are subsidiaries of CIHC.

The following condensed consolidating financial information as of December 31, 2001 and 2000, and for
the three years ended December 31, 2001, summarizes the accounts of CIHC, Conseco and other holding
companies which comprise the parent company. Such condensed consolidating financial information should be
read in conjunction with the consolidated financial statements of Conseco.




CONSECO, INC. AND SUBSIDIARIES
SCHEDULE I

Notes to Condensed. Financial Information
Condensed Consolidating Financial Information of Registrant (Parent Company)
Balance Sheet
as of December 31, 2001
(Dollars in millions)

) Conseco, Inc, . Total
CIHC, .and other | .Conseco, Inc.
Incorporated holding ’ (parent
(holding company) companies Eliminations company)
ASSETS
Cash and cash equivalents..................... '$ 1.0 $ 1512 % . — § 152.2
Cash held in segregated accounts for the payment - 4 ) -
of debt ......... ... — . 547 = 547
Cther invested assets ............ e e 3.5 o118 , — 153
Investment in wholly owned subsidiaries ' ' S : ‘
(eliminated in consolidation) ................ 10,240.6 10,166.6  (10,878.7)  9,528.5
Notes receivable from Conseco Finanée ‘ o : : ’
(eliminated-in consolidation) .............. T 249.5 S — To— 0 ..2495
Receivable from sub51dlanes (eliminated in ‘ ' RN
consolidation) . ....... T e . 1,390.9 1,754.8-+ - (1,937.8) - 1,207.9
INCOME tAXES .« oot e et e (210.8) 648.8 . 832 521.2
Other assets. . ... e, 100 o 97 T - — 107
~ Total assets TR L $116757 8127976 '$(12,733.3) '$11,740.0°
LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities: o . W
Notes payable ............................. $ — % 4,_087.6 % — $4,0876
Notes payable to subsidiaries (ehmmated in . N ‘ L
consolidation) ............. ... .. 00 ... 1,279.8 By 77.0-  (1,003.3) 353.5
Payable to subsidiaries- (eliminated in :
consolidation) ......... ... ... ... ... ... .. 168.4 163.7 (290.2) 41.9
Other liabilities . ......... ... .. ... ......... 35.7 553.8 = 589.5
Total liabilities ...................... 1,483.9 4,882.1 (1,293.5) 5,072.5
Company-obligated mandatorily redeemable
preferred securities of subsidiary trusts ........ — - 1,914.5 — 1,914.5
Shareholders’ equity: - o
Preferred stock ......... ... oo 250.8 1,399.6 (1,150.8) 499.6
Common stock and additional paid-in capital. .. 8,763.4 3,789.0 (9,068.1) - 3,484.3
Accumulated other comprehensive loss .. .... .. (478.2) (438.9) 478.1 (439.0)
Retained earnings . ............. A 1,655.8 1,251.3 (1,699.0) 1,208.1
Total shareholders’ equity ............. 10,191.8 6,001.0 (11,439.8) 4,753.0
Total liabilities and shareholders’ equity $11,675.7 $12,797.6  $(12,733.3) $11,740.0
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CONSECO, INC. AND SUBSIDIARIES:
SCHEDULE II
Notes to Condensed Financial Information

Condensed Consolidating Financial Information of Registrant (Parent Company)
Balance Sheet . .
as of the years ended December 31, 2000
(Dollars in millions)

) Conseco, Inc. Total
CIHC, and other Conseco, Inc.
Incorporated holding (parent
(holding company) companies  Eliminations company)
_ ASSETS
Cash and cash equivalents..................... [ J— $ 2940 $.. .- — $ 2940.
Cash held in segregated accounts for the payment , : - : :
ofdebt.............. e ‘ — 81.9 — 81.9
Other invested assets ............. P : 4 102.1 — 102.5
- Investment in wholly owned subsidiaries o ' o
(eliminated in consolidation) ................ 10,345.0 9,970.9 (10,490.2) ~ 9,825.7
Notes receivable from Conseco Finance s ,
(eliminated in consolidation) ................ ‘ 786.7 — — 786.7
: Receivable from subsidiaries (eliminated in .
consolidation) .............. ... .. ... .. ..., . .1,468.4 2,597.6 (2,863.3) 1,202.7
Income taxes. .........coovvvivvnnnn.. e . (202.6) - 5357 - (3L.7) 301.4
C Other assets. .. ...t : 2.5 - 441 — 466
Total assets .................... ..., - $12,4004 $13,626.3 $(13,385.2) $12,641.5

LIABILITIES AND SHAREHOLDERS’ EQUITY

Liabilities: ‘ I
Notes payable .. ...... P L J— $ 50550 $ — $ 50550
- Notes payable to subsidiaries (eliminated in ‘ -
consolidation) ......... ... ... i ... 2,215.6 75.0  (1,937.1) 333.5
Payable to subsidiaries (eliminated in ' ‘ o
consolidation) ............... ... ... ... o 128.3° "174.6 1 (244.7) 58.2
Other liabilities . .................. PP - 39.6 " 356.9’_ ' — " 396.5
Total liabilities ...:.................. 23835 5665 _ (2,i81.8) _ 58632.
Company-obligated mandatorily redeemable T o : o
preferred securities of subsidiary trusts ........ — 2,4039 . . — 2,403.9
Shareholders’ equity: o o - .
Preferred stock ..... e 234.9 1,386.8 (1,134.9) -486.8
Common stock and additional paid-in capital... - 8,762.4 ~3,216.6-- (9,067.2) - 29118
Accumulated other comprehensive loss........ (695.7) (645.9) - 690.6  (651.0)
Retained earnings.............. e 1,715.3 1,603.4 . (1,691.9) 1,626.8
Total shareholders’ equity ............. 10,016.9 5,560.9 (11,203.4) 4374.4
Total liabilities and shareholders’ ‘

CQUILY . . oo $12,400.4 $13,626.3 $(13,385.2) $12,641.5
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CONSECO, INC. AND SUBSIDIARIES
SCHEDULE'IT
Notes to Condensed Financial Information

Condensed Consolidating Financial Information of ‘Registrant (Parent Company)
Statement of Operations
for the year ended December 31, 2001
(Dollars in millions)

Conseco, Inc. Total
CIHC, and other Conseco, Inc.
. s Incorporated holding (parent
e D (holding company) companies  Eliminations  company)
Revenues: ‘ - :
Net investment iNCOME ... .....ovureereerinnnnnanns, $ i $ 29.2 $ - $ 29.9
Dividends from subsidiaries (eliminated in consolidation) .. - 1923 240 o= 216 3
Fee and interest income from subsidiaries (ehrnmated in o :
consolidation) «........ ... e 172.5 180.4 (182.7) - 170.2
" Net investment gains (losses) & ..i....oveiivneen... : 4.3 (57.8) . — (53.5)
Gain on sale of interest in riverboat..................... — 192.4 — .. 1924
Otherincome ........ ... .. i ittt — : 1.6 —. 1.6
Total revenues ...............iiiiiniineininnn. 369.8 - .369.8 (182 7) . 556.9
Expenses: : K R
Interest expense on notes payable ...................... w26 L . 369.2 (2 3). -..369.5
Provision for 1oss . .......... .. i i e — 169.6 - 169.6
Intercompany expenses (ehmmated in consohdatlon) ...... o 1220 5.3, (106.3) - .. 21.0
Operating costs and eXpenses ... ..........ovvuurnnn... 25 704 (19.1) - 538
Special charges.............. PP 2 36.9 12.5 49.6
Total expenses ........ i, e i e ' 127.3 651.4  (115.2) 663.5

Income (loss) before income taxes, equity in
undistributed earnings of subsidiaries, distributions
on Company-obligated mandatorily redeemable

- preferred securities of subsidiary trusts and » Coar
extraordinary gain.............. ... . ..., 242.5 . (281.6). .1 (67.5). (106.6)

Income tax expense (benefit) ... .. e e ‘ 163 (107.5) . _.(244). _(115.6)
Income (loss) before equity in undistributed earnings of eoom : EAR

subsidiaries, distributions on Company-obligated
mandatorily redeemable preferred securities of sub51d1ary

trusts and extraordinary gain............... oL 226.2 C(1741) @430 ’ 9.0
Equity 'in undistributed .earnings of subsidiaries before S ,
extraordinary gain (eliminated in consolidation) .......... (300.6). -+ - (78.3) . ...66.3 .- (312.6)

Income (loss) before distributions on Company-obligated

mandatorily redeemable preferred securities of subsidiary A o '
trusts. and extraordinary gain'. . ... ...... ... .. 0. (74.4) (2524) . 2327 (303.6)
Distributions .on Company-obligated mandatorily redeemable - . . ‘
preferred securities of subsidiary trusts .......... e e 119.5. C— 119.5
Income (loss) before extraordinary gain . . . .. e (74.4) (371.9) .. 232 . (423.1)
Extraordmary gain on extmgulshment of debt, net of tax: ‘ . ‘
Parent company ............ oo i il ' = 11.1 = 11.1
Subsidiary ......... R P 6. ' — = 6.1
Net income (loss) ...... B e - (68.3) (360.8) 23.2 (405.9)
Preferred stock dividends ................ ... ....... ... .. — 12.8 — 12.8
Income (loss) applicable to common stock .............. $ (68.3) $(373.6) $§ 232 $(418.7)
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CONSECO, INC. AND SUBSIDIARIES
SCHEDULE 11
Notes to Condensed Financial Information

Condensed Consolidating Financial Information of Registrant (Parent Company)
Statement of Operations
for the year ended December 31, 2000
(Dollars in millions)

CIHC, Conseco, Inc. Total
Incorporated and other Conseco, Inc.
(holding holding (parent
company) companies Eliminations company)
Revenues: .
Net investment income .......... e $ — $ 713 $. — -3 71.3
Dividends from subsidiaries (eliminated in consolidation) . 1780 . - — — 178.0
Fee and interest income from sub31d1anes (eliminated in . '
consolidation) ............. ... it 197.4 335.3 (185.4) 347.3
Net investment gains (losses) . ................ ... ..... 2.7 o (69.5) — (66.8)
Other inCoOmMe . ... ot i — . 1.6 — 7.6
Total revenues ... ..oovvveiin i 378.1 350.7 (185.4) - 5434
Expenses: . . .
Interest expense on notes payable....................... 12.5 425.9 — 438.4
Provision for 1oss. . .............o i — 231.5 — 231.5
Intercompany expenses (eliminated in consolidation) .. .... 198.9 11.6 (182.5) 28.0
Operating costs-and exXpenses . ............c..oounvennn.. 6.9 - .30.1 — 37.0
Special charges .. ....... . i — 281.6 — 281.6
Total expenses....... [P e : 218.3 . 980.7 (182.5)- 1,016.5
Income (loss) before income taxes, equity in
undistributed earnings of subsidiaries, distributions
on Company-obligated mandatorily redeemable
preferred securities of subsidiary trusts,
extraordinary charge and cumulative effect of ‘ ‘
accounting change................... . ..., - 159.8 (630.0) (2.9) (473.1)
Income tax expense (benefit) .................... e (2.6) (182.1) (1.0) (185.7)

Income (loss) before equity in undistributed earnings of
subsidiaries, distributions on Company-obligated
mandatorily redeemable preferred securities of subsidiary
trusts, extraordinary charge and cumulative effect of . - -
accounting change. .......... ... .. .. . ... 162.4 (447.9) (L9 - (2874)
Equity in undistributed earnings of subsidiaries before )
cumulative effect of accounting changc (eliminated in :
consolidation) ........ e e (703.0) (584.4) 589.2 = (698.2)

Loss before distributions on Company-obligated mandatorily
redeemable preferred securities of subsidiary trusts,
extraordinary charge and cumulative effect of accounting

CRANGE ...ttt | (5406)  (1,0323) 5873 (985.6)
Distributions on Company-obligated mandatorily redeemable ’
preferred securities of subsidiary trusts .................. — . 145.3 — 145.3
Loss before extraordinary charge and cumulative effect of - ‘
accounting change............. ... .. ... (540.6) (1,177.6) 587.3 {1,130.9)
Extraordinary charge. on extinguishment of debt, net of tax ... (4.9) (.1) —_ (5.0)
Cumulative effect of accounting change, net of tax, of '
subsidiaries. ............... ... . ... P : (55.3) — — (55.3)
Net loss .. ... e (600.8) (1,177:7) 587.3 (1,191.2)
Preferred stock dividends ... .......... ... ... L L — 11.0 — 11.0
Loss applicable to common stock ....................... $(600.8) $(1,188.7) § 3873 $(1,202.2)
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CONSECO, INC. AND SUBSIDIARIES
SCHEDULE II
Notes to Condensed Financial Information

Condensed Consolidating Financial Information of Registrant (Parent Company)
Statement of Operations
for the year ended December 31, 1999
(Dollars in millions)

CIHC, Conseco, Inc. Total
Incorporated and other Conseco, Inc.
(holding holding (parent
company) companies  Eliminations company)
Revenues: :
Net investment iNCOMe . . ..., $ 28.8 - $ 368 $ —  '$656
Dividends from subsidiaries (eliminated in o ' o o
consolidation) ......... .. ... .. i, 36.6 258.1 — 294.7
Fee and interest income from subsidiaries (eliminated _ :
in consolidation) . ........... ... .. i 193.3 215.2 (166.2) 242.3
Net investment gains (losses) ....... EETTI e (7.6) 22 — (5.4)
Other income .............. U . 2 7.3 — 7.5 -
' Total TEVENMUES .o v v e oo eie e e eaeeens 251.3 519.6 (166.2) 604.7
Expenses: e
Interest expense on notes payable ................. 15.6 2335 . — 249.1
Provision for 108S .. ...\ oiiiiiiir i —_ 18.9 — 18.9
Intercompany. expenses (eliminated in consolidation) 154.0 17.9 (132.5) 394
Operating costs and €Xpenses . .................... 8.1 323 - (7.2) 33.2
Total EXPENSES ..o ovvter e I VI B [V X (139.7) 340.6
Income before income taxes, equity in
undistributed earnings of subsidiaries and
distributions on Company-obligated
mandatorily redeemable preferred securities . ]
- of subsidiary trusts .. ...........o..oiu..s 736 . 2170 (26.5) 264.1
Income tax expense (benefit)....................... 15.1. .. -(11.3) - (9.0) (5.2)
Income before equity in undistributed earnings of S
subsidiaries and distributions on Company-obligated
mandatorily redeemable preferred securities of .. . v
subsidiary trusts......... N 58.5 228.3 (17.5) 269.3
Equity in undistributed earnings of sub51d1anes y
(eliminated in consolidation) ..................... o 666.6 555.3 (763.4y 458.5
Income before distributions on Company-obligated "
mandatorily redeemabie preferred securities of S .
subsidiary trusts ....... e e 725.1 783.6 (780.9) 727.8
Distributions on Company-obligated mandatorily , o
‘redeemable preferred securities of subsidiary trusts . .. — 132.8 — 132.8
Net income . ............coovvuv... PR 725.1 650.8 ~ (780.9) . 5950 .
Preferred stock dividends ............... e — 1.5 — 1.5

Income applicable to common stock ............... $725.1 $649.3 $(780.9)
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CONSECO, INC. AND SUBSIDIARIES
SCHEDULE 1V
Reinsurance

for the years ended December 31; 2001, 2000 and 1999
R (Dollars in mllllons)

Life insurance in force: AU ,
Direct ....... e e e $121,953.5 $123,713.6 $126,826.7
Assumed . .....c..ooiiiini. S 2,199.0 5,097.2 5,414.2
Ceded ... o e (26,417.3)  (27,530.2) - (27,687.5)
" Net insurance in force.............. e -+ $ 97,7352 $101,280.6 - $104,553.4
Percentage of assumed to net.....oiiii .. 2.2%.- 500 52%
Premiums recorded as revenue for generally accepted accountmg ”
principles: o . : , . »
DIreCt .« e $ 36198 $ .3,5773 $ 33503
Assumed. . ... e e 147.0 305.4 547.8
CCeded L (253.7) (248.3) (418.6)
Net Premilllis .. .ooovriiitr ettt e, $ 3,513.1 $, 36344 $ 34795
Percentage of assumed to net......... P . 4.2% 8.4% 15.7%
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Exhibit 12.1

CONSECO, INC. AND SUBSIDIARIES

Computation of Ratio. of Earnings to Fixed Charges,

Preferred Dividends and Distributions on' Company-Obligated Mandatorily
Redeemable Preferred Securities of Subsidiary Trusts — Consolidated Basis
for the years ended December 31, 2001, 2000 and 1999
(Dollars in millions)

000 2000 1999
Pretax income (loss) from operations: : , ‘ ) Lo
Net income (10SS) « .o vvever i, I oo $(4059) $(1,191.2) § 595.0
Add income tax expense (bencﬁt) ........................... e (115.8) (376.2) 423.1
" Add extraordinary (gain) loss on extinguishment of debt ........ - (17.2) 50 —
Add minority interest .......... ..., e PRI 119.5 - - 1453 ¢ 1328
Add cumulative effect of accounting change ...................... — 55.3 T —
Pretax income (loss) from operations. ......................... (419.4) (1,361,8) ) 1,150.9
Add fixed charges: ‘ ’ s s -
Interest -expense on corporate debt, mcludmg amortization .......... 3695 " 438. 4 - 249.1
Interest expense on finance debt ... -1,205.9 996.1 254.7
Interest expense on investment borrowings. . . . . . e seege . 338 . 186 57.9
‘Portion of rental (L) o 22.1 23.5 7203
Fixed charges ............... FP T 1,631.3 1,476.6 582.0
Adjusted earnings ........ ... A $1,2119 § 1148 $1,732.9
Ratio of earnings to fixed charges .................... ... ... V)] (4) 298X
Ratio of earnings to fixed charges, excluding interest expense on
finance debt and investment borrowings ....... e (2) 4y 527X
Fixed charges . ... ... D $1,631.3 $ 1,476.6 $ 582.0
Add dividends on preferred stock, including dividends on preferred stock
of subsidiaries (divided by the ratio of income before minority interest
and extraordinary charge to pretax income)............. ... oL 19.8 17.0 2.4
Add distributions on Company-obligated mandatorily redeemable
preferred securities of subsidiary trusts ........... ... .. ... ... SN 183.9 223.6 204.3
Fixed charges . ... oot $1,8350 $ 1,717.2 § 788.7
Adjusted €arnings .. ...... ... $1,2119 § 1148 $1,7329
Ratio of earnings to fixed charges, preferred dividends and
distributions on Company-obligated mandatorily redeemable
preferred securities of subsidiary trusts ................ .. ... (3) (5) 2.20X
Ratio of earnings to fixed charges, preferred dividends and
distributions on Company-obligated mandatorily redeemable
preferred securities of subsidiary trusts, excluding interest
expense on finance debt and investment borrowings .......... (3) (5) 2.98X

(1) Interest portion of rental is estimated to be 33 percent.

(2) For such ratios, adjusted earnings were $419.4 million less than fixed charges. Adjusted earnings for the
year ended December 31, 2001, included: (i) special and impairment charges of $488.8 million; and
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(4)

(5)

(ii)y provision for losses related to loan guarantees of $169.6 million, as described in greater detail in the
notes to the accompanying consolidated financial statements.

For such ratios, adjusted earnings were $623.1 million less than fixed charges. Adjusted earnings for the
year ended December 31, 2001, included: (i) special and impairment charges of $488.8 million; and
(ii) provision for losses related to'loan guarantees of $169.6 million, as described in greater detail in the
notes to the accompanying consolidated financial statements.

For such ratios, adjusted earnings were $1,361.8 million less than fixed charges. Adjusted earnings for the
year ended December 31, 2000, included: (i) special and impairment charges of $1,215.0 million; and
(ii) provision for losses related to loan guarantees of $231.5 million, as described in greater detail in the
notes to the accompanying consolidated financial statements. ‘ ‘

For such ratios, adjusted earnings were $1,602.4 million less than fixed charges. Adjusted earnings for the
year ended December 31, 2000, included: (i) special and impairment charges of $1,215.0 million; and
(ii) provision for losses related to loan guarantees of $231.5 million, as described in greater detail in the
notes to the accompanying consolidated financial statements.
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SHAREHOLDER SERVICES

If you are a registered shareholder and have a question about your account,
or if you would like to report a change in your name or address, please call
Conseco’s transfer agent, First Union National Bank, (800) 829-8432.
Customer service representatives are available Monday through Friday from
9 a.m. to § p.m. Eastern Standard Time. Shareholders also may reach First
Union on the Web at: www.firstunion.com/corptrust/share/ or by mail at: First
Union National Bank, Equity Services Group, 3C3,1525 West W.T. Harris Blvd.,
Charlotte, NC 28262-1153.

ANNUAL MEETING

The 2002 annual meeting of shareholders will be held at 11 a.m. local time
on Thursday, June 13, 2002, at the Conseco Conference Center, 530 N. College
Drive, Carmel, Indiana. Common shareholders of record at the close of busi-
ness on April 26, 2002, are entitled to vote at the meeting. A meeting notice,
proxy statement and proxy card were mailed to each shareholder with this
annual report. You may vote your proxy by executing and returning your
proxy card. If a brokerage firm holds your shares, you may also be able to
vote over the Internet or by telephone; consult your broker for information.

WAYS TO LEARN MORE ABOUT US

Investor hotline: Call (800) 4-CONSECO (in Indianapolis: 8§17-6777) to
receive annual reports, 10-Ks, 10-Qs and other lengthy documents by mail; to
be placed on our permanent mailing list; to hear prerecorded messages on a
number of topics (including daily stock trading, news releases and financial
results); or to speak with an investor relations representative. E-mail: Contact
us at ir@conseco.com to ask questions or request materials.

QUARTERLY REPORTING

To receive Conseco’s quarterly results as soon as they are announced,
please visit the CNC Shareholders site at www.conseco.com, or contact the
investor relations department and ask to be placed on the mailing list.

COPIES OF THE REPORT

To obtain additional copies of this report or to receive other free investor mate-
rials, including the company’s Annual Report on Form 10-K; contact the investor
relations department. To view these reports online, please visit conseco.com.

STOCK INFORMATION
Conseco’s common stock is traded primarily on the New York Stock
Exchange (trading symbol: CNC). As of March 22, 2002, there were approxi-
mately 346,002,814 outstanding, held by approximately 166,100 shareholders
(including shares held in “Street name”).
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